- '
T

r @ @VJ“UQ NICROFICKE contROL Lagpy

Maﬁ@ﬁ‘ als*] L 7 |

|  REGISTRANT's NAME Cjwﬂ) H\(\-bﬂ) ng/\@

C'URREN T ADDRESS '

PHUU:\SEU
- | o NOV 13 200
**FORMER NAME - o : ‘ o

| o fiFmANcmL
**NEW ADDRESS :

| . FILE NO. az-_O();ZOg’

| | FISCAL YEAR __(?'L?/‘dé) )

i2G3-25 (INITIAL FILING) ,

AR/S (ANNUAL Reporr,

12G32BR (REINSTATEMENT) '

Jd

STPPL, (OTHER)

DEF 1¢A  (PROXY l I

OICF/BY

/j/«? 06




TOYOTA MOTOR CORPORATION

Annual Réport 2606

Year ended March 31, 2006 . | R E C E’ V ED




Established in 1937, Toyota Motor Corporation is one of the world's representative automobile manufac-
turers, producing vehicles in 26 countries and regions and marketing vehicles in more than 170 countries
and regions. In fiscal 2006, on a consolidated basis Toyota provided close to eight million vehicles to cus-
tomers around the world under the Toyota, Lexus, Daihatsu, and Hino brands. Toyota had more than

e,

v,

280,000 employees at the end of fiscal 2006.
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preparatlon for making our next stride forward

T o ) 7
Cau:uonary Staternem with Respect to Forward-Looking Statemenls
This annual repert contains forward- looking statements that reflecl  Toyata's plans and expectatlons ¥hese forward-looking statements are not guarantees of future performance and involve
kndwn and unknown. risks, uncertainties and ather factors that may cause Toyota's actual resulls, performance, achievements or financial position to be materially different from any future
results, perfermance, achievements or financial position expressed o ;implied by these forward- looklng statemnents. These factors include: {i) changes in economic conditions and market demand
affecting, and the competitive environment in, the autornotive markets in Japan, North America, Eurape a2nd other markets in which Tayota operates; fii} fluctuations in currency exchange rates,
particularly with'respect o the valué of the Japanese yen, the U.5, dallar, the eura, the Australian dollar and the British pound; (i} Tayota's ability ta realize production efficiendies and to imple-
ment capital expenditures at the levels and times planned by manigement; (iv) changes in the laws, regulations and government pelicies in the markets in which Toyota operates that affect
Tayota’s automotive operations, particularly laws, regulations and’policies:relating te trade, environmental. protection, vehicle emissions, vehicle fuel econamy and vehicle safety, as weli as
changes in laws, regulations and government policies that affect Tcyma s other operations, including the outcome of future Jitigation and other tegal proceedings; (v} political instability in the
markets in which Tayota operates; {W) Toyota's ability to timely develop and achieve market acceptance of new products; and {vil) {uel shortages or interruptions in transportation systems, labor
strikes, work stoppages or other interruptions to, or difficulties in, st employment of fabor in the major markets where Toyota purchases materials, components and supplies for the production of
its products or where its products are produced, distributed or sold.

A, discussion of thesé and other factors which may afféct Toyota's actual resuits, performance achievements or financial position is contained i in Toycta s annual report on Form 20-F, which is

on'fite with the United States Securities and Exchange Commission.

-

-

1



TTSieg

Financial Highlights

Toyota Motor Corporation
Fiscal years ended March 31

Consolidated Performance (U.S. GAAP)

Yen in millions

except per share data
and stock information

U.5. dollars*
in millions
except per share data
and stock information

% change

. . 2004 - 2005 2005 vs 2006}
For the Year: " - : :
Net ReVeNUES ..o, ¥17,294,760 {} ¥18,551,526 +13.4
Operating INComMe ......cccovvieiiienen - 1,666,890 1,672,187 +12.3
NEt INCOME .. ueiveieeeiiees e 1,162,098 1,171,260 +17.2
ROE ..o e T 45.2% 13.6% —

Per Share Data {yen and U.S. dollars): . e . .
Net Income {Basic) ¥ 34290 ] - ¥ 35535 +18.7
Cash Dividends ............ 45.00. . 65.00 +38.5
Shareholders’ Equity ............... R 2,456.08 '2,767.67- +17.7

At Year-End: : R

Total Assets ....oooveevieeiiie e ¥22,040,228 |} ¥24,335,011 +18.1 .

Shareholders’ EQUIty ........cccoceoericiin, 8,178,567 1| - 9,044,950 +16.8
Stock Information (March 31): ST o

Stock Price {yen and U.S. dollars)......... *¥3,880 ~¥3,990 +61.2

Market Capitalization.......................... ¥14,006,790 || ¥14,403,890 +61.2
* 1).5, dollar amounts have been translated at the rate of ¥117.47=U5%1, the approximate current exchange rate at March 31, 2006
Consolidated Vehicle Production and Sales

Thousands of units % change
' 2004 I % 2005 | 2006 2005 vs 2006 |

Vehicle Production by Region: ' , }1 STy i ' -

JAPAN Lt e 4284 4T ‘4,534 +3.3

Overseas Total........ 2,229 . ¢ 2,697 +12.2
North America 1,034 4 4 . 1,156 +39
EUPOPE. ..ot emes e e 51505 - © 596 +4.5
ASIA 402 |15 -0 7, 647 +29.0. ..
Other Regions . 278100 - 298 +23.3

Consolidated Total 6,513 1 & . +6.6°

[ e
Vehicle Sales by Region: e

JAPAN o1 2,303 {f 0.7

Overseas TOMal ..o 4,416 1} & +11.6
NOMH AMENICA ... 2003 gt +12.5.
BUFOPE. .. evo oo ’ 898 ( : +4.5
ASIA 1o - - YA +5.7
Other Regions - 858 || . - +22.0

Central and South AMENica.........oocovevivieveenriienns. [14e] |4t +26.0
[ (236] || ¢+~ +5.0
[476] I &~ +28.4
6,719 ]| ¢ +7.6
Vehicle Production by Brand: 7 N | . ;
TOYOT2 / LEXUS ..o e e 57631 . +7.0F
DAINATSU 1o 663 {0 - " +2.4
HIND e 871 : "L i | +7.0
Consolidated Total CB513 1 L 7,231 Mﬂ?ﬂﬂﬂ? +6.6
Toyota Group Total* 7,050 )24 7719, MS 460 +96 .}

* Includes 537 thousand units in fiscal 2004, 488 thousand units in fiscal 2005, and 749 thousand units in fiscal 2006 produced by unconsolidated companies—

principally in the United States (at New United Motor Manufacturing, Inc., a Toyota-General Motors joint venture company), China, Philippines, and Malaysia—that

do not appear in the consolidated totals.

/

S




Net Revenues

oveilion) |
25000 |

I W
v

20,000 i

LR IO W -

L —

5,000

]
FY ‘02 "03 04 ‘05 '06

+13 4%

¥21 04 tnllnon

A ne\n; record

Operating Income
1
(Blliony :

2,000 it
/
i
e ]

800

a0

0
Fr 'og ‘03 ‘04 '05 ‘06

i

|

‘+1ﬂ2 3%

¥1. 88 trllllon

A nevg reco_rd

Vehicle Production

(Thousands of units)
8,000

6,000

.. L

FY ‘02 ‘03 04 "05 ‘06

Vehicle Production by Region

Other Regions

North America
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771 million units

A new record
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7.97 million units
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Head Office (Toyota City, Aichi Prefecture, Japan)
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By manufacturing cars that reflect the needs of customers
and society, Toyota will target sustainable growth and con-
tribute to the development of the automobile industry.

| am pleased to report that Toyota achieved record financial results in fiscal 2006.
In addition, on behalf of Toyota's management team, | would like to express genuine
gratitude 1o our shareholders and other investors for their continuing support and
understanding. Recent business conditions have been characterized by hikes in crude ol
and raw materials prices, fluctuations in currency exchange rates, and structural changes
in demand for automobiles. Nevertheless, | think the automotive market as a whole will
continue to grow as global motorization progresses in earnest.

Given these conditions and Toyota’s increasingly global operations, | think we
must pay greater attention than ever to customer feedback, based on a commitment to
putting customers first. | also believe that to sustain growth we must stay true to manu-
facturing fundamentals while carefully monitoring countries and markets to keep
abreast of world trends. We will have to tackle a range of management challenges, such
as human resources development, the promotion of localization, and the development
of technologies that satisfy society’s growing calls for environmental and safety mea-
sures. | firmly believe that by steadfastly working to meet those management challenges
Toyota will achieve stable, long-term growth while contributing to the advancement of
the automobile industry.

Since its establishment, Toyota has adhered to a management philosophy of con-
tributing to people’s lifestyles and society through automotive manufacturing. We will
continue to do our utmost to develop as a company that is widely trusted and respected
in the automobile industry and in international saciety by enriching the lives of the many
people that need cars and contributing to society and the environment.

Fujio Cho, Chairman

July 2006




President’s Message

Global Production Center (GPC}, Toyeta City, Aichi Prefecture, Japan



Geared toward Continuing Growth

; In automotive markets worldwide, demand promises to remain strong. While many
regions are likely to see the continuing spread of automaobiles, more mature regions
offer encouraging prospects for vehicles incorporating new technology and concepts.
In view of these trends, | am confident that automotive markets will expand in the
medium-to-long term and that the automobile industry will sustain growth by exploit-
‘ ing the substantial potential of these markets. However, in light of the world economic
‘: outlook and other possible sources of instability, the overall international situation
requires careful monitoring. Against that backdrop, my mission is to ensure that we
sustain growth by responding flexibly to operating conditions while capitalizing on
. business opportunities. ,

However, | am not looking to do anything out of the ordinary. As we have always
done, | want to honestly, steadily, and uncompromisingly manufacture vehicles and
' f develop t'echnology that anticipates the needs of society and customers. Nevertheless, in
| an evolving environment, it is important that we distinguish clearly between things that
i must be changed and things that must not and have the courage to make the necessary
! changes. As | have said since becoming president last year, we will consolidate our foun-
' dations while continuing efforts to realize the world’s best products, the world’s fastest
and lowest-cost manufacturing, and the world's best sales service. | am convinced that
) such measures are the most direct route to enhanced corporate value.

The ability of Toyota’s employees to share large ambitions and work as a team to
achieve them is the power that drives the Company’s development forward. Passing on
‘ and evolving this culture, we will continue growing by developing operational activities
! based on continuous improvement that anticipates changes in the world. At the same
‘ time, Toyota will foster good relations with all of its stakeholders to become a global
| company in which people and local communities around the world place long-term
J trust. 1 ask our shareholders and other investors for their continued support.

July 2006

‘g e

Katsuaki Watanabe, President




An Interview with the President

Katsuzki Watanabe, President

Operating Income
(¥ Billion) (%)
2,000 12
1500
Low kR
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== Operating income margin (Right scale)

[ Evaluation of Business Results ]

achieve record results. What is your overall evaluation of

Q ‘ Fiscal 2006, ended March 31, 2006, saw Toyota once again
the year?

A I I was very pleased that we were able to provide nearly eight
million vehicles to customers around the world.

| designated fiscal 2006 as a year for consolidating foundations while con-
tinuing to grow. Accerdingly, we simuttanecusly pursued two strategies:
stepping up strategic measures targeting growth and steadily consolidat-
ing foundations for growth. In those efforts, we faced and overcame many
management challenges to achieve favaorable business results.

in fiscal 2006, we were able to increase vehicle sales on a consclidated
basis by actively rolling out new models in markets worldwide. In addition,
sales of hybrid vehicles wer'e‘brisk, with shipments up by 120,000 units, to
263,000 vehicles. To date, we have sold more than 600,000 hybrid vehicles.
Further, -Lexus, which we are cultivating as a global premium brand, debuted
in the Japanese market. And, we expanded our networks of dedicated Lexus
dealers in Europe and China. Meanwhile, we increased production capacity at
home and abroad to allow us to cater flexibly to growing global demand.

It gives me great pride and pleasure that because of those initiatives
the Toyata Group was able to provide close to eight million vehicles ta cus-
tomers worldwide. | believe that each vehicle we sell testifies to the trust
customers place in us and represents an endorsement of the painstaking
approach to manufacturing that we have upheld over the years. Without
forgetting our sense of gratitude to customers, we will dedicate ourselves
to building even better vehicles to expand the ranks of Toyota fans and
further Toyota's devetlopment.

Thanks in part to strong demand in markets worldwide, Toyota’s consoli-
dated vehicle production rose by 500,000 units compared with the previous
fiscal year. Vehicle production is 2.4 millien units higher than it was four
years ago. During this period, we have increased investment to enhance
production capacity, and in fiscal 2006 capital investment exceeded ¥1.5

trillion. Moreover, while pursuing expansion, Toyota has worked hard not
to sacrifice profitability and to realize continued growth. In other words,

How do you rate Toyota’s current profitability and earnings
structure? '

| think that an efficient earnings structure is steadily taking
shape despite tough market conditions.
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we aim to ensure that earnings reflect higher vehicle sales by maintaining
high operating income margins. In fiscal 2006, despite a challenging market
environment, we were again able to increase earnings, thanks to market-
ing and cost improvement efforts. ' _
Some observers have expressed concern that the shift in demand in

_the automotive market toward compact cars could deteriorate our model

mix,’which would impact earnings. However, the profitability of compact
cars has improved significantly compared with previous generations. And,
we aim to increase their profitability even further. As an automaker with a full
lineup of models, Toyota will capitalize on all of its business opportunities in
all market segments to the utmost by strategically developing preducts that
are in step with market demand.

t Measures to Achieve Continuing Growth ]

present?

In the immediate future, we will focus on quality enhance-

Q 1 What management challenges does maintaining growth
A ment, further cost reductions, and personnel development.

"Consolidating foundations for growth” means making “visibie” issues
that have been hidden by growth, sharing these issues, and steadily work-
ing toward their resolution. | do not feel that identifying numerous issues
is necessarily a bad thing. The emergence of a large number of issues
shows that opportunity for growth remains. Rather, | would be anxious if
we became a company that could not identify any issues.

Toyota needs 1o tackle a range of issues, Let me narrow them down
into three areas. First is the issue of quality enhancement. It goes without
saying that quality is Toyota's lifeblood. For the Company, a defective
vehicle is one among, for example, several tens of thousands of problem-
free vehicles. However, we must never forget that for the customer that
vehicle is everything. To reinforce Toyota’s superior quality, we have a
senior managing director dedicated to quality assurance management,
and we are implementing initiatives that include suppliers to fortify quality
management systems.

The second challenge that we face is strengthening cost competitive-
ness. We must implement cost reduction initiatives based on new ideas
and approaches and accelerate the development of systems and technolo-
gy that enable the lower-cost manufacturing and development of products
with outstanding performance and quality. Cost reduction benefits will
play a major role in bolstering Toyota’s market competitiveness because we
will channel them into a wide range of areas, including product appeal



I A5 long as customers
the world over tell us

they want Toyota
vehicles, | believe our
duty is to continue
manufacturing cars

with all our might. "

enhancement, product price reviews, profitability improvement, and invest-
ment in research and development.
' Our third challenge’is personnel development. Given the accelerating
expansion of our operations worldwide, we need to rapidly establish self-
supporting local business organizations and localize management. Because
employees are the key 10 such efforts, we are currently developing employ-
ee-training programs and creating systems to further promote talented
personnel.

In other words, through such efforts to consolidate foundations, we
want to heighten the quality of our management and operations. If we
can advance quality, quantity witl follow naturally. '

about the future repercussions of Toyota's rapid opera-

Q How would you answer those who have expressed concern
tional expansion in recent years?

A | We are in the process of building a production and supply sys-
tem that can respond flexibly to further demand fluctuations.

it is true that some investors do express reservations about the current
pace of our growth. Based on consideration of diverse factors, | put my
foot on the accelerator or on the brake as appropriate. However, as long
as customers the world over tell us they want Toyota vehicles, | believe our
duty is to continue manufacturing cars with all our might. The reality of
today’s fiercely competitive-market is that if you pause even for a short
break your competitors will overtake you at once. That is the nature of
competition.

Of course, Toyota is undertaking a range of measures to ensure that
future demand fluctuations do not significantly impact earnings. An example
of those measures is our recent IMV™ project, in which we are constructing a
global production and supply system that allows us to respond flexibly and
promptly to various demand changes. The global scope of the system
enables us to offset demand variations across different regions and make
optimal use of overall production and supply capabilities. Furthermore, we
have mitigated risks associated with demand fluctuation by introducing
innovative production systems and production engineering that increase the
flexibility with which we can raise or lower plant production capacity.

* IMV: An abbreviation of Innovative International Multipurpose Vehicle, which refers to

SUVs, pickup trucks, and other multipurpose vehicles that Toyota develops and
produces overseas for markets worldwide.
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Changing the perspective, would you explain Toyota’s posi-
tive strategies for growth?

development capabilities centered on environmental tech-
nology and increasing production through the advancement
of localization.

A Our key strategies for growth are enhancing techndlogy

As long as Toyota is a manufacturer, technology development capabilities
will be the wellspring of its growth. Qur active development of technology
reflects guiding principles that call on us to “dedicate ourselves to providing
clean and safe products and to enhancing the quality of life everywhere
through all our activities” and “create and develop advanced technologies
and provide outstanding products and services that fulfill the needs of cus-
tomers worldwide.” In particular, | want to entrench our position as the
automobile industry’s frontrunner in the field of environmental technology
development. For example, with our hybrid strategy—the centerpiece of
our environmental technology initiatives—we are targeting annual sales of
one milion hybrid vehicles by the early 2010s. To that end, we are stepping
up efforts to develop innovative technology that will reduce costs and raise
performance and fuel efficiency. Compared with the first Prius model, the
hybrid system in current, second-generation vehicles realizes better perfor-
mance and substantially lowers cost; however, development is under way
of a next generation that halves system size and cost. As for models, plans
call for a doubling of the current lineup of seven passenger-car-type hybrid
models early in the 2010s.

Our second key growth strategy is the advancement of localization.
To meet heavier demand worldwide, we will raise the ratio of local produc-
tion—globally balancing the increase in production capacity. In the current
fiscal year, the start-up of plants in Guangzhou in China and in Texas in
the United States will add 300,000 vehicles to production capacity. On top
of that, with new plants due to come onstream in Thailand, China, Russia,
and Canada, we plan to raise production capacity by more than 700,000
units worldwide by 2008. In this way, we will take advantage of business
chances worldwide by lifting local production capacity. Also, by aggressively
increasing local purchasing ratios, we hope to contribute to the develop-
ment of local economies through employment creation and the cultivation
and advancement of industry.




[ Management Orientation and Targets ]

Q
A

In terms of scale, Toyota has already become a giant corporation.
Nevertheless, | want Toyota to be a company that can continue to grow.”
Faced with the large potential that a growing automobile industry pre-
sents, my aim is to move forward based on the unwavering, passionate
conviction that we are the industry’s vanguard. The moment a company
loses its appetite for growth is the moment it takes the first step on the
road to decline.

In addition, | want us to be a company that has large ambitions and
works to achieve them.’ | have often said that we aim to give the world
dream cars that, for example, make the air cleaner the maore they run or do
not cause accidents or injure people. Toyota’s mission is to realize such
high ambitions. | firmly believe that tireless initiatives to make such dreams
a reality fuel Toyota’s development.

Q

What direction is Toyota moving in and what kind of com-
pany do you want Toyota to be?

| want Toyota to be a highly ambitious company that can
continue to grow.

Would you give an overview of Toyota’s operational plans
and expected husiness results?

We will target higher revenues and earnings through efforts
focused on core global models, including increased sales of
the Corolla, Camry, Yaris (Vitz in Japan), and the IMV series.

Consolidated Vehicle Sales Toyota will also continue to steadily grow sales of hybrid vehicles and

: ' Lexus-brand vehicles. We will leverage the strong product appeal of our
(Thousands of units) core global models—which account for more than 30% of consolidated
10,000

vehicle sales—to step up marketing initiatives. In line with this strategy, we
have already launched a completely remodeled Camry, which was the

8090 result of a successful development project tasked with achieving a simulta-
neous worldwide production start-up. (see the The Camry Challenge section on
| S0 -3-§-3— page 16 for further details) :
In light of those plans, in the current fiscal year, ending March 31,
soe0 B N N B B—— 2007, we anticipate a 476,000-unit increase in consolidated vehicle sales
from fiscal 2006, to 8.45 million units. However, we are pursuing manage-
2000 R A RER ment quality and such increased volume is merely an cutcome,

In consolidated business results, we anticipate net revenues of ¥22.30
trillion, operating income of ¥1.90 trillion, and net income of ¥1.31 trillion.

FY ‘02 '03 04 05 ‘06
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In the current fiscal year, | want to realize higher net revenues and operating
income again by maintaining our management policy of consolidating foun-
dations while continuing to grow. (see the Message from the Executive Vice President
Responsible for Finance & Accounting section on page 14 for further details)

[ Policy on Returns to Shareholders )

Q
A

We regard actively returning profits to our shareholders as an important
management policy. Our approach for returns to shareholders has three
main aspects: first, the implementation of returns to shareholders on a con-
solidated basis; secand, the change to consolidated dividend payout ratios
as the main determinant of dividend policy; and third, the increase of cash
dividends to a markedly higher level. In fiscal 2006, we adhered to that
approach, raising cash dividends for the seventh consecutive fiscal year.
Going forward, based on considerations of consclidated performance
trends, we aim to heighten the reflection of consolidated results in profit
distribution. Further, the Company will flexibly acquire common stock to
enhance capital efficiency and respond to the supply and demand situation.

The automobile industry is a growth industry. However, expanding the
operations of vehicle manufacturers requires a huge amount of funding. At
Toyota, we regard the realization of higher earnings and the enhancement
of corporate value through the development of operations as our primary
responsibility to shareholders. Accordingly, we will effectively utilize retained
earnings for forward-looking investment to establish next-generation tech-
nologies and enhance product appeal as well as for investment aimed at the
further expansion of global operations through the enlargement and
improvement of production and marketing systems.

I would like to ask our shareholders and other investors for their contin-

In closing, what is Toyota’s basic approach for returns to
shareholders?

We will heighten the reflection of consolidated results in
profit distribution.

"“Ued cooperation and understanding as we take on further challenges.

13



Message from the Executive Vice President
Responsible for Finance & Accounting™

Financial Strategy

1. Growth

“Cantinue forward-locking
investment for growth

2. Efficiency

Enhance profitabifity
and capital efficiency

3. Stability

Maintain solid financial base

" Balanced ilﬁplemehtatiun
“of 1. — 3. over the medium
to long term’

Sustéinable growth

Performance Overview

In fiscal 2006, ended March 31, 2006, Toyota recorded its highest-ever revenues and
earnings, with. year-on-year increases of 13.4% in consclidated net revenues, to ¥21.04
trilion; 12.3% in operating income, to ¥1.88 trillion; and 17.2% in net incame, to ¥1.37
trillion. Operating income was up significantly because marketing efforts, cost reductions,
and the effect of changes in currency exchange rates counteracted increased expenses
resulting from active investment for future growth. Further, the Company was able to post
net income above ¥1 trillion for the third successive fiscal year.

In view of those results, |- think we performed well in fiscal 2006. Despite increas-
ing production capacity in response to strong worldwide demand and moving forward
with the development of technologies and products for the future, Toyota achieved higher
earnings for the full year, with a strong second-half performance compensating for a
decline in income in the first half. Alsa, | am pleased with the progress we made toward a
giobally balanced earnings structure by increasing revenues from Asia and Other Regions.
Toyota will continue targeting stable, long-term growth by enhancing its capabilities in
technelagy, supply, and marketing and by taking opportunities in all preduct segments
and regions while minimizing risks. '

Financial Strategy

The three key strategies of Toyota’s financial strategy are Growth, Efficiency, and Stability.
We believe that the balanced pursuit of those three priorities over the medium-to-long
term will achieve steady and sustainable growth as well as increase corporate value.
1. Growth: Enhancing products, technology, and supply through continued forward-
looking investment :
In our view, enhancing products to reflect market demand accurately, developing technology
10 create new markets, and strengthening supply to cater to global demand require contin-
ued active investment in research and development and property, plant and equipment. In
fiscal 2006, the fruits of its forward-looking investments to date enabled Toyota to maintain
positive free cash flow while implementing investments in property, plant and equipment of
more than ¥1.5 trillion {excluding vehicles and equipment on operating leases) and recording
research and development expenses of approximately ¥810 billion. That positive free cash
flow wil! allow active investment for future growth in the next fiscal year.
2. Efficiency: Maintaining and enhancing profitability and capital efficiency
In fiscal 2006, Toyota's operating income margin was 8.9% and ROE was 14.0%. In compari-
son with fiscal 2001's operating income margin of 6.1% and ROE of 9:6%, the Company
achieved significant improvement. We will simultanecusly pursue growth and efficiency and
maintain our operating income margin at approximately 9% by introducing products
efficiently through the development of core global models, advancing innovative VI Activity
cost reductions, starting up cverseas plants steadily, and managing fixed costs globally.
3. Stability: Maintaining a solid financial base .
Toyota maintains a solid financial base by ensuring sufficient liquidity and stable share-
holders’ equity. At fiscal 2006 year-end, liquid assets** were approximately ¥3.8 trillicn
while shareholders’ equity stood at roughly ¥10.5 trillien. Toyota's sound financial posi-
tion enables the Company to continue flexible, forward-locking investment—even during
sharp fluctuations in operating and market conditions—and underpins the high credit
ratings that give access to low-cost, stable financing. Given the expected growth in
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automotive markets worldwide, | believe that maintaining adequate liquid funds is
essential for the implementation of forward-looking investment to enhance products,
develop next-generation technology, and establish production and sales systems irJ
Japan and overseas far the global expansion of operations.

Dividends and Acquisition of Shares

Toyota believes that actively returning profits to its shareholders is an important manage-
ment policy and will endeavor to continue increasing consolidated net income per share.
The Cempany’s dividend policy is to reflect favorable consolidated results more closely in
profit distribution in light of each fiscal year's performance and new investment plans.
Accordingly, we are targeting a consolidated dividend payout ratic of approximately 30%
in the medium-to-long term. Reflecting its dividend policy, in fiscal 2006 the Company
paid a significantly higher annual dividend of ¥90.00 per share, up ¥25.00 per share from
the previous fiscal year. The annual dividend was Toyota’s highest to date and marked the
seventh consecutive year of increased dividends. Furthermore, the consolidated payout
ratio rose from the previous fiscal year's 18.3% to 21.3%.

In addition, to respond to changes in business conditions and enhance capital effi-
ciency, Toyota intends to continue acquiring shares of its own stock. In fiscal 20086, the
Company acquired a total of ¥133.6 billion, or 27.57 millicn shares of its own stock.
Moreover, in the period from April 1, 2006, to June 30, 2006, Toyota acquired a further
¥162.5 billien, or 26.00 million shares of its own stock. As a result, excluding treasury
stock, a total of 3.22 billion shares were issued and outstanding as of June 30, 2006.
Between fiscal 1997 and June 30, 2006, Toycta acquired 3 total of ¥2.34 trillion, or 653.72
miflion shares of its own stock. Also, the Company received authorization to acquire up to
30 million shares of its own stock, for a maximum aggregate purchase price af ¥200 billion,
from the Ordinary General Shareholders’ Meeting in June 2006.

Consolidated Results Outlook for Fiscal 2007

From fiscal 2006, Toyota began disclosing projections of consclidated results for subsequent
fiscal years in response to the larger share of consolidated earnings accounted for by sub-
sidiaries as global operations expand. Maoreover, the Company has facilitated such projections
by establishing an enhanced in-house revenue management system that includes subsidiaries.

In fiscal 2007, ending March 31, 2007, we project consolidated net revenues of
¥22.30 trillion, operating income of ¥1.90 trillion, and net income of ¥1.31 trillion. These
projections assume currency exchange rates of ¥110=US$7 and ¥135=Eural. Further,
we anticipate investment in property, plant and eguipment of ¥1,55 trillion, depreciation*=*
of ¥930 billion, and résearch and development expenses of ¥920 billion. We feel that
releasing projections of consolidated results is an important part of investor relations activ-

. ities and heightens management transparency for all stakeholders. Accordingly, we aim to

continue strengthening our communication with the market and society.
July 2006

Mitsuo Kinoshita,
Executive Vice President

* Responsibilities indude finance and accounting related operational areas (see Directors and Auditors on page 50)
** Excluding finance subsidiaries
*** Excluding leased assets
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More than 10 Mllhon dnltsShlpped Worldmde

With vehlcle sales in approxlmately 170 countries and{:eglons,l we aim to bU|Id o3

cars that i!are the first choice of customers the world-ofe??ﬁé’fﬁ'ﬁndation of
these efforts to popularize the > Toyota. brand-and secure garnings \:Sfldmde\
consists of our three global modelsm—the Corolla Camry, and Yaris (Vitz in
Japan)—and the lM\cl,ser:es. Of thp’sgmodels, the Corolla has become the
Toyota brand’s signature model, with shipments of more than 30 miIIion vehi-
cles smce its]1.966 launch. In addltlon sales of our third global model, the Yarls
have grown rapidly since its debut,in® 7999 '

iwegnwhlle 1980 saw the}bnr_&: of 'the Camry as a front engine rear drive
vehicle, the Celica Camry. In 1982, we introduced a front engme front drive (FF}
layout and began exporting the Camry as a high-end. FF sedan Since then, the
Camry has earned the unequwocal endorsement of customers in moré than 100

countries and regions, |nclud|ng the Unlted States, Canada Australla Europe, the

Middte East, and Asia. Ianeptember 2005, ‘Gamry’ sa!es passed the 10-million-
Leman PR Vm

vehlcle “Milestone. tMoreoversin e|ght of the pastinlne years the Lamry has

clalmed the prestigiols title of bestlselhng passenger car in the United States

The Camry is a key accelerator of Toyota's globai_gperatlons andrwe have

steadlly expanded production of the model aro_{nfd the worlds}

KStr?generation

=

=
\Cumulatwe Camry Sales Worldwide Ath Generation __

(Th'busands of umts)
12.000 |

3rd Generation

Y ‘80 '8.1 ‘82 '83°'84 '85 '86 '87 88 '89 '90 91 '92 '93 '94 '95 '$6 '97 '98 99 00 01 '02 ‘03 '04 '65 :

Note: Different from fiscal year figures




The New Camry's Mission

Local Best

Pursuit of Global Best,

Realization- of Worldwide
Simultaneous Production Start-Up

The New Camry Production Bases

China
{Guangzhou plant came
onstrearm in May 2006)

' Russia
(St. Petersburg: production

scheduled te begin in 2007} -

The New Camry’s Mission:

The Challenge—Simultaneous
Worldwide Start-Up '
“Global best, local best”"—these
commitments rule the development
of Toyota’s mainstay global models.
By "global best” we mean building
cars with common value worldwide
while pursuing the world’s highest
levels of quality and performance.
The globat best concept is funda-
mental to the Toyota mind-set. We
want to give superior quality and
outstanding cost performance to
customers buying Toyota vehicles
throughout the world.

On the other hand, "local best”
expresses a commitrment to accurately
reflecting the needs and values of cus-
tomers in different regions. Tayota
enhances the value of its core global
models by marrying its commitments
to being global best and local best,
and this approach was pivotal in the

-development of the new Camry. We

took on the double challenge of build-
ing a car that incorporates common
international value and local needs.

~

I\-

Further, we set ourselves the addi-
tional task of achieving a simultaneous
worldwide start-up of production for
the new Camry. Conventionally, plants
in Japan had production up and run-
ning before averseas plants came
onstream in stages over a period of a
year or more. For the new Camry, we
sought to shorten that time lag and
initiate production at almost the same
time around the world. Not only does
simultaneous start-up significantly
heighten development and produc-
tion efficiency, it enables us to offer
customers worldwide the latest Camry
as an "in-season” car,

Product Development
Approach |

An Unexpected Comment

from a Camry Driver

At the beginning of 2002, chief engi-
neer (CE) Kenichiro Fuse was entrust-
ed with the development of the new
Camry. Failure was not an option
because of the model's importance in
the rollout of Toyota’s worldwide
operations. The first thing our CE did
was visit customers. Although the
Camry is the best-selling passenger
car in the United States, he felt the

United States
(Cansignment production to
begin at North American plant of
Fuji Heavy Industries Ltd.

from spring 2007)

United States
(Kentucky)




The Camry Challenge —Simultaneous Worldwide Start-Up—

l Solldanty Was the Cornersto

ne of Team Camry’s Success ;

Kenichiro Fuse
Chief Engineer, Product Development Group, Toyota Motor Corporation

The Camry—one of Toyota's flagship global models—claims the largest share of the U.5. passenger car

market, So for me, taking on the development of the new Camry was a very big challenge. What's
more, lolr this project, not only did we have to develop a car that would win even stronger customer
endorsement, we had a special mission—to launch its production simultaneously around the world.
When w:e began, | found the prospect of simultaneously working with multiple production bases
worldmde a little daunting. However, once the project was under way my doubts vanished. All of the
things | thought might be obstacles, such as tight schedules, the unprecedented nature of the project,
national |differences, language harriers, and so on, in fact gelled the development team together.
Every day, we made further progress with the project and gathered increasing momentum. Ancther
thing that helped was the friendly rivalry among the bases of different countries. By tackling the
project and learning from each other's experience, we were able to produce results beyond expecta-
tions. For me, working on this project amid the camaraderie of Team Camry, which became like family,
was a fantastic experience.

development team needed to know
how customers on the ground actually
use and rate the Camry. With that in
mind, Kenlchrro Fuse sent a team
from Japan to the United States to
survey 32 families in six cities.
However, | the makeup of this team
was unusual because he wanted the
whole Camry development team to
see firsthand how the market saw the
Camry. Accordingly, in addition to
marketmgiand product planning spe-
cialists, the team also included tech-
nical specuallsts such as designers and
product assessors

During the survey, an unexpected
comment from one Camry driver was
a real eye opener for the members of
the development team, “the Camry
really is a great car but it is not excit-
ing.” In other words, the reliability
that we had built up through succes-
sive models had also inadvertently
created a negative image. That com-
ment motivated Mr. Fuse and his
development team to engineer a
completelv new Camry.

I>

Product Development
Approach Il .

Rejuvenation Is the Key Word

Vehicle-planning discussicns for the
new Camry began in fall 2002. We
debated the development key word
based on the theme of making the
Camry a new gtobal benchmark for

mid-size sedans. Given all the
gloomy news about economic slumps,
natural disasters, and so on in soci-
ety today, we decided we wanted to
give people’s lives a shot of youthful
vigor. As a result, we chose the
design theme of “rejuvenation.”

In styling—a major determinant of

a car's image—we went for an

Athletic & Modern look. At a glance,
drivers get a feeling of youthful
excitement from the taut futuristic
lings. Further, we incorporated
Toyota's latest technologies in all
aspects of the vehicle. To realize
exciting driving, we upgraded the
suspension and renewed brakes

s

i

-

" Visiting a customer in the United States

We visited 32 Cammry-owning families in six
1.5, cities to hear firsthand their evaluations

of the Camry and how they use it.

AP Neu L



I The Quest for a Challenglng and Excutmg Vehlcle

Andrew. Coetzee
Vice President, Product Planning Department, Toyota Motor Sales, t.5.4., Inc.

ch
1

S

My job was to reflect feedback from U.5. Camry drivers and our dealers in the development process of the

new-model Camry The Camry is an outstanding vehicle, much-loved by many customers in the States.

However, there were many .issues that we had to overcome to further evalve the Camry. We worked to

make the Camry more than simply a highly useful car. We aimed to reinvent it as a more exciting car that

customers would feel truly passionate about. For example, we introduced a passion to the Camry through-
. @ bold redesign’of the basic hot.:ly proportions, a visually and dynamically expressive SE grade.

A

Above: The reborn Camry sports sleek
lines, upgraded driving performance, and
outstanding safety and environmental
performance. Below: By introducing the
hybrid medel in the United States, we
increased the attractiveness of the new
Camry.

while adding a new V6 engine and a
newly developed six-speed auto-
matic transmission for overseas
models. We also used a vehicle body
with a Multi-load-path construction*
that dissipates the energy of side
collisions. Regarding environmental
technology, we introduced the Camry
Hybrid in the United States, where
the Camry has its strongest sales.

Thanks to such customer-centered
product development, the new Camry
is selling briskly. However, before
reaching that stage we had to clear a
major hurdle. We had to discover how
to make the Camry an even more
desirable car,

* Multi-load-path canstruction: not only the
side members but also the roof, front seat
frames and center cross member have been
reinforced, compared to previous models,
thus increasing the side strength to reduce
the amount of cabin deformation.

Simultaneous Worldwide
Start-Up |

Team Camry Enters the Fray
Toyota has an Obeya, or large-room,
system that dates back to its early
days. When developing a new vehicle,

managers responsible for decision
making in a range of departments,
such as design and production engi-
neering, gather in one place and
create task teams. We created a
framework for the new Camry project
that enabled coordination between a
global Obeya, located at the head
office development hub in Toyota
City, Aichi Prefecture, and local
Obeya, established at production
bases in the United States, Australia,
and Asia. Then, Team Camry began
grappling in earnest with the difficult
task of realizing the simultaneous
worldwide start-up of production.
The challenge was to orchestrate
the system without any hitches. CE
Fuse recalls, “Fostering a common
vision for the new Camry and strictly
maintaining timely information shar-
ing were vital. And, the best way to
do that was through face-to-face
communication.” At least every three
months, managers from production
bases around the world gathered in
Japan to share issues and report on
progress at Milestone Meetings.
Also, Mr. Fuse visited local develop-
ment teams to communicate his
vision as CE, making mare than 20
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trips to Ji North America alone.
Further, Team Camry used the high-
speed communication of meeting
minutes to promote daily informa-
tion sharing. In fact, the meeting

"minutes were sometimes handwritten

because Team Camry made a point of
rapidly conveylng topics 'debated in
the global Obeya to bases around
the world. This swiftness enabled
global dedision making and engen-
dered a sense of unity that under-
pinned thé work of Team Camry.

I?

Simultaneous Worldwide
Start-Up I _

Preparat‘i(on of Master

' Techmcal Drawings

For an mternatlonal project, we gave
ourselves a very short period to real-
i
)

| :
Development System for the New Camry

- lapan® |

. GIobaI Obeya

o

ize high-quality vehicle manufac-
turing. The secret to meeting that
tough schedule was the team’s effort
to build a highly finished perfor-
mance confirmation’ vehicle {CV)
based on a set of master technical
drawings. Normally, the first step in
the development process is to build a
prototype vehicle using test compo-
nents. If any glitches come to light,
the design is changed. A CV is then

built using actual components. This’

method extends the development
period and leads to complacency.
But, if from the outset a set of master
technical drawings can be established
that will not require subsequent
design changes, there is no need to
build a prototype vehicle. While this
type of development without proto-
type vehicles is not unusual at

Obeya system:

A task force system for the development
of new vehicles in which all of the man-
agers responsible for decision making in

fir
‘!/ g(Development hub). \ related divisions gather in one place.

4

it United States -
' Local Obeya :

‘(Thailand, China, and Taiwan)
‘ Local Obeya’ :

Australia

b
!
¢ -Local Obeya

4

Members of the local Obeya at our
Australian plant

Constant contact with the developrment
hub at the global Obeya in Japan enabled
simultaneous develcpment.

The express communication of mEEllng
minutes played a large part in the global
sharing of information. The left side of the
minutes outlines the content of meetings in
Japanese, with an English translation on
the right side. After meetings, the global
Obeya immediately distributed the minutes
to various production bases.

L

B Ia| assemb

Y. refers’ lo lhe use of dlgn.al engmeenng to conduct assembly tnals using a virtual vehlcle

21
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With the aim of realizing development
without a prototype vehicte, highly fin-
ished technical drawings were created
through collaboration among the design
department, the production depariment,
suppliers, and other departments at
Design Review Meetings.

Digital engineering, using simulation tech-
nology for the creation of virtual vehicles,
played a crucial role in orchestrating the
development of the new Camry at multi-
ple sites around the waorld.

E Prototype vehicle
I

Toyota, attempting to do so on such
a large-scale global project was
unheard of.

The Design Review Meeting was the
prime mover in the creation of the set
of master technical drawings. Team
Camry threw out the commonplace
idea that preparing technical drawings
is the job of the design department.
The drawings were the product of
know-how from a range of opera-

“tional functions. Qur production and

purchasing departments took part in
the Design Review Meetings and were
fully involved in creating the drawings.
As a result, spurred by the pressure of
knowing design changes were not
allowed after the completion of the
drawings, Team Camry created high-
guality actual components with
almost no defects and was able to
build a very highly finished CV in a
short period. Having completed the
CV, the Team Camry members felt
success was within reach.

Development Stages of the New Camry

Simultaneous Worldwide
Start-Up I .

One Component, One Drawing
In conjunction with the preparation
of master technical drawings, Team*
Camry took on another challenge:
the strict limitation of every compo- -
nent to ane drawing. In some cases,
different plants had different draw-
ings for the same component. The
disparities had come about because
of adaptations to differing produc-
tion equipment and methods among
ptants and suppliers. However, such
diversity was an obstacle to the
establishment of universal quality and
the enhancement of productivity.
Only having one drawing for each -
component makes it easier to achieve
uniform quality and.synchranize
operations internationally.

A ane-sided attempt to squeeze
each component into a single blueprint

New maodel developed without a prototype vehicle

FS vehicle

(fmal prototype vehicle) | i {performance confirma-

o ; Pilot production vehide ;
i {mass production tonfirma-|

tion vehicle)

tion vehicle)

Common techmcal drawings,fo
2.@
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would- have been counterproductive.
The techmcal drawings needed the
backing ofiproduction managers at
plants and suppliers around the
world. By hawng these managers take
part in thellDemgn Review Meetings,
we enabled lively discussion about
producno]n methods, and this
allowed the team to resolve the prob-
lems at the demgn stage and to incor-
porate changes into the technical
drawings. | Through this global
process, Team Camry summanzed all
of the feedback from the production
side into a ; smgle vaice.” It is not an
exaggeration to say that the achteve-
ment of simultaneous start-up and
uniform quallty worldwide would
have been{nmposmble without the
frontloadmg and resolution of all
kinds of quallty risks and production
englneerlng issues at the design and
technical drewmg stages.

I
hiY

Slmultaneous Worldwide
Start-Up IV ’

Toward Global Pilot Production

Once we uséd the CV to check perfor-
mance and quallty the mass produc-
tion trial, known as pilot production,
began. Unt|| this point, after pilot
production at plants in Japan finished,
overseas pllot production was carried
out, makmg further adjustment of
production I!_lnes to suit each region

li

unavoidable. However, this staggered
system could not achieve a simulta-
neous start-up. Therefore, Team
Camry set about creating a single,
intensive global pilot production.
Representatives from the various
bases gathered at the Motomachi
plant in Toyota City, in Aichi
Prefecture, to assemble the new
Camry. The trial highlighted numer-
ous issues. For example, it revealed
that while tall workers could reach
the innermaost part of the engine
room to attach components, shorter
workers could not. Such were the
types of problems that only ‘became

apparent thanks to the global pilot -

production. Through a process of
repeated trial and error, Team Camry
identified and eliminated these prob-
lems one by one. At the end of the
global pilot production, the trou-
bleshooters had an impressive haul of
more than 3,000 issues resolved.
Global pilot production for mass
production of the new Camry
enabled the retooling of production
lines in one fell swoop and near per-
fect start-ups in each country. The
launch of production of a new
model usually requires the line to
shut down for a few days. However,
in the United States our Kentucky
plant changed over from the produc-
tion of the old Camry to the new
model without stopping the line.

Through exhaustive efforts to create a
single technical drawing for each compo-
nent, we successfully incorporated the
production requirements of bases in dif-
ferent countries in all technical drawings.
This enabled us to achieve uniform quali-

ty simultaneously around the world.

Production managers from bases world
wide gathered in Japan 1o underiake the
global mass production trial, which we
call global pilot production. Thanks ta
the results of that trial, we were able to
move forward with production prepara-
tion for the synchronized world start-up
in a single concerted push.

23



he Latest Camry Sets New Benchmarks in the Reductlon of Global Development Costs

Mark Boire

eneral Manager, Production Engmeermg, Toyota Motor Engineering & Manufacturing North America, Ine.

In my ru!e on the North American Cost Reduction Committee, | was responsible for overall cost reduction
ctivities for the new-modef Camry. In the past, it was difficult for the design department at Toyota's head
ffice in Japan to “see" the costs of the North American production side. To make those costs more visible,
we formed subcommittees tasked with tackling the main cost items of a particular function, such as
ine, power transmission, and chassis. My mission was not only to oversee those subcommittees but
+alfo to convey the cost reduction ideas of the subcommittees to the design department at the head office
nd to work with the design department to realize those ideas. Qur achievements will likely become the
ew henchmarks for cost reduction activities in our global development of vehicles.

Moreover, the line had a trouble-free  items as logistics. Further, the com-
start-up, reaching peak production in  mittee tasked regional subcommittees
a very short time. with tackling the main cost items of

particutar functions in their region.

While production bases around the
Cost Reduction Steps ' world moved forward with simultane-
: ous development, we set challenging

Visualize Costs cost benchmarks based on the lowest
To be successful, the new Camry had  cost among the respective regions.
to surpass its predecessor in every  Needless to say, we also had to main-
respect, including quality and per-  tain high quality.

formance. In these initiatives, cost In response, we made costs “visi-
reduction activities made a major  ble” through deep, painstaking analy-
contribution. But run-of-the-mill * sis of cost composition. For example,

efforts would not have taken us any-  we would examine an in-house com-
where near the targets. Therefore, it  ponent in relation to line capacity
was critical to take a more com-  usage rates, production volume,
prehensive, global approach to cost  usage with other components, pro-
reduction activities. With that in  duction equipment depreciation, and
mind, the team launched the global  labor costs. The cumulative effect of
Cost Reduction Committee. such unglamorous efforts was that

The committee’s work was not con-  cost targets thought of as unreach-
fined to curbing the cost of pur-  able became feasible. One of the par-
chased components and in-house ticipants in the cost reduction activi-
components; rather, the committee  ties recalls, “When you set about
turned its attention to all elements of  reducing cost beyond a certain mag-
cost, going as far as reviewing such  nitude, minor adjustments are no

Global Cost Reduction Initiative

Eleven subcommittees tasked with examining cost reductions for specific cost items

. Vehicle body . | orvewain J{.. . . Eleatronics | | .
" design Engine design | “ - design l Chassis design Sngineeing design ».,Purchasing
Production || D:stsé:;:tmn V::DeveFlgsptmenl Free repair cost 1 : Sales




The Camry -Challenge —Simultaneous Worldwide Start-Up—

longer enough. It then hecomes a
provocative challenge; you become
determrned to clear that target no
matter what

The Camry's Future

A Strong'start for
the New 'Camry
The full remodellng of the Camry
strengthened its brand power and
revolutlonlzed the way Toyota builds
cars. "Desprte facing numerous diffi-
culties, Toyota and Team Camry cre-
ated a car that more than lived up to
their expectatrons CE Kenichiro Fuse
surmises. g
Sales ofithe new Camry made a
promising]istart following its much-
anticipated launch at the beginning
of 2006. In the U.S. market, in accor-
dance wrth plans, existing Camry
owners w‘elcomed the new model
while the percentage of young cus-
tomers among buyers jumped from
17% to 26%. These figures clearly
show that} Team Camry hit its mark.
Customer feedback has been enthu-
siastic, inc[gding comments like “the
V6 engine gives exciting performance,”

o

”

“the brakes are outstanding,” and
“although the styling is sharp, the
cabin is spacious and comfortable.”
Furthermore, May 2006 saw the
long-awaited marketing of the
Camry Hybrid in North America.
Nothing signals Toyota's unbending
commitment to popularizing hybrids
as mainstream eco cars more clearly
than the development of a hybrid
model of the best-selling passenger
car in the United States. Realizing
outstanding driving performance
and the environmental performance
of a compact car, the hybrid not
only opens up a new future for the
Camry, it will also significantly bene-
fit the global environment. As the

first hybrid to be built in the United

States, it also represents a milestone

_for aur localizing efforts.

Simultaneously realizing sharp dynamic ’

styling and a spacious comfortable cabin
space, the new-model Camry continues
to win high acclaim in the mainstay
Morth American market,

May 2006 saw the unverllng of the
Camry Hybrid in North America. We aim
to harness the unigue acceleration and
unmatched environmental performance
of hybrid vehicles to swell the ranks of
Camry fans.

'r.orporaled in drawings. O

i mee Venugopal
’ General Manager Quallty Control Division, Toyota Motor Manufacturlng. Kentucky tng. (TMMK)

Our primary | Tole was.to meet customers’ ever demanding quality expectatlons with the new Camry

Fundamental to this goal was the establishment of “One Voice” to Design from all manufacturing loca- -
ns.. For a sticcessful Camry launch, _it was imperative t that all-problems be addressed early in the devel-

me“ tal,stage. We communicated early to Design, manufacturing and customer concerns that needed to
Our Quélity Engineering team checked and confirmed more than 17,000
" technical related items on drawmgs Late engineering changes were thus limited. This enabled us to tran-
itiort from the old' generatlon Camry to the new.one without productlon stoppage. Lastly, our nevly cre-
ated Qualtty <Iogan “With Customers in Mind, Build it Right the First Time,” not only epitomizes the will.of

" our ‘team members,. but also the dedlcatron to meet customers expectatlons
t
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'Wider, Deeper, Wérldwide
|

The construction of our Russian plant
in St. Petersburg is under way, with
December 2007 slated for production
start-up.

- ~

In May 2006, the Camry began rolling
off the line at a newly constructed plant
in Guangzhou, China.

Core Global Models

In step with its accelerating worldwide development, Toyota is decisively

moving forward with localization. Focusing particularly on production
activities, which can make significant contributions to local economies,
we are building new plants and increasing the production capacities of
existing plants. The Camry typifies this trend. In May 2006, we started
production of the new Camry in China at a new plant, Guangzhou
Toyota Motor Co., Ltd., with an annual production capacity of 100,000
vehicles. Moreover, the construction of a new plant scheduled to come
onstream in December 2007 is under way in St. Petersburg, Russia. Qur
aim is to entrench the Camry's standing as a global car through the
development of a production network that is more deeply rooted in local
communities. _

For our other core global models, which are thriving in markets
worldwide alongside the Camry, we are embarking on new ventures to
fulill their different missions. Adding to production in Japan and
France, we began building the Yaris in Thailand from January 2006. The
Yaris is already a perennial favorite in Japan and Europe. Also, we have
slated the Corolla for remodeling. Because the Corolla has more model
types and productioh bases than the Camry, development and produc-
tion preparation call for measures that are even more meticulous and
innovative.

Corolla

Hilux VIGQ, IMV Series

Camry Yaris
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the commitments to global best, local best and achieving the simultaneous
worldwide start-up of producltion, and the fruits of those efforts are steadily
emerging. Now, as it heads for new horizons, Toyota is taking up new chal-
lenges in the global rollout of {ts automotive operations.
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Automotive Operations™

REVENUES.........oonrovsnrrene ¥19,338.1 billion (+13.0%)
Operatlng income............ ¥1 ,694.0 billion (+16.6%)

In fiscal 2006 robust growth in vehicle production and sales worldwide pushed
consohdated revenues up 13.0%, to ¥19,338.1 billion. Operating income rose
16.6%, -to ¥1,694.0 billion, because currency exchange rate fluctuations,
mcreases in vehicle production and sales, and cost reduction activities offset a
reductlon in net gain on the transfer to the government of the substitutional
portion of certain employee pen5|on funds and h|gher expenses resultlng from
busmessliexpansmn

|
§
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Financial Services 'Operatlons

'u

REVENUES.......tvrrcersiaseeeists ¥996 9 billion (+27.6%) -
Operatmg mcome..........;....¥155 8 billion (-22.4%)

A 27. 6% increase in consohdated revenues to ¥996.9 billion, resulted from
hlgher flnancmg volume accompanymg brisk vehicle sales. Meanwhlle a22.4%
decline i m operatmg income, to ¥1'55 8 billion, was due to such factors as the
valuatlon losses on interest rate swabps stated at fair value and the gain in fiscal
2005 to record prior-year ad}ustments relatlng to accountmg for loan origination
Costs by a sales finance subsaduary |n the Umted States

3

l

)

Other Busineéss: Operatlonsl

Revenues .......................... ¥1, 190 3 billion (+15 5%)
,Operatmg mcome......‘......;...Ar;39 7 b|II|on (+17 8%)

Revenues increased 15.5%, to ¥1, 190 3 billien, whlle operating income was up-
17.8%, to ¥39.7 billion, due to such factors as favorable production and sales in
the housmg business. ‘

-
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Revenues and
Operating Income

¥ Billion)
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2,000
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Revenues and
Operating Income
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Revenues and
Operating Income (Loss)
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{Thousands of units)

Market Strategy

Move from North America to Europe,
Asia, and Japan

Aiming to take Lexus to the next
level as a global premium brand,
we stepped up marketing in Europe
and Asia to supplement the brand’s

‘02 ‘03 ‘04 05 ‘06 August 2005 launch in Japan. The
B North America T £urope @ Japan standing of Lexus as the number
W Others _ one luxury brand in North America
is unquestioned, with the region
accounting for almost 80%, or
319,000 units, of the 415,000 Lexus
vehicles sold worldwide in fiscal
2006. Now, we will expand sales
networks to increase Lexus business
in regions outside North America.

In Europe, we will rapidly lift
sales past the 60,000-vehicle
mark—from the fiscal 2006 level of
35,000 units—by strengthening
and adding to our network of dedi-
cated Lexus dealers and bolstering

Lexus debuted in Japan .
v advertising.

In Asia, particularly in China’s
fast-growing automotive market,
we will open additional dedicated
Lexus dealers. By targeting major
cities, we will expand our existing

30

Lexus Vehicle Sales .Since its 1989 launch in North America, Lexus has won overwhelm-
‘ ing praise from customers and established an unassailable position
500 ' as a prestige brand. To build a truly global premium brand, Toyota is

' takmg new measures to catapult Lexus forward.

network of approximately 10 deal-
ers through stepped-up develop-
ment of the network in China.

In Japan, approximately 15,000
vehicles were sold between August
2005, when Lexus debuted, and
March 2006. Plans call for expan-
sion of the network of dedicated
Lexus dealers from the initial 151 to
about 180.

Product Strategy
Pursue true luxury to create
unmatched products
The Lexus GS and the Lexus IS,
which we fully remodeled in time
for the premiere of Lexus in Japan,
posted solid sales in the mainstay
North American market. In April
2006, we remodeled the Lexus ES,
which features enhanced comfort,
safety, and driving performance.
Under the Lexus badge, our mis-
sion is to create high-end automo-
biles with new value that is in step
with the 21st century. To that end,
we are eagerly incorporating hybrid
systerns into Lexus models to achieve
radically differentiated driving and




énvironmental performance. We
introducedihybrid versions of the
Lexus RX SUV in May 2005, and
the Lexus GS sedan, in April 2006,
and both |‘_models have already
earned strong market support.
Further, wethave slated a complete

transformatlon of the flagship Lexus -

LS model inl time for its September
2006 debut&m Japan. Spring 2007
will W|tness the launch of an LS

Europe, we unveiled the Lexus 15
featuring an advanced clean diesel
engine to heighten the presence of
Lexus in the market for diesel vehi-
cles, which is becoming the region’s
mainstay.

In the guest to redefine luxury,
Lexus will continue raising the bar for
all facets of luxury-brand sedans,
from service quality to design, driving
pleasure, environmental perfor-
mance, and safety.

Lexus dealer {United Kingdom)

hybrid model In February 2006 in

'I
5

Leading- Edge Technology Built into Léxus

The Lexus brand aims to realize new value that goes beyond traditional ideas and benchmarks for luxury automobiles.
As befits the brand's mainstay model, the L5 is full of the very latest technology.

n World'si‘First Eight-Speed Automatic Transmission

i : , . .
The last word in electronic control technology, this new transmission achieves
seamless acceleration and outstanding fuel efficiancy and quietness unobtain-
able from conventional automatic transmissions.
|

@ World'sFirst Rear Pre-Crash Safety System

A millimeterawave radar in the rear bumper scans vehicles approaching from
behind and getermines the probability of a collision. If the system determines
that a collision is unavoidable, it lessens the impact on the heads of passen-
gers by moving the front-seat headrests forward until they touch the passen-
gers’ heads. :'

W World's;First Pedestrian Recognition Stereo Camera

This is a prg-crash safety system employing an upgraded millimeter-wave
radar to deté}:t the presence of pedestrians, recognition of which was problem-
atic with théj previous generation of technology. If the system detects a high
possibility of collision, it sounds an alarm. If corrective maneuvering does not
take place, tﬁe pre-crash brakes are activated to reduce the collision speed.

N
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Vehicle Sales in Japan Toyota will maximize growth opportunities by developing and offering

(Thousands of units) —

2500 1,769

—0.7%
2,364

_woon
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W Unconsolidated
8 Consclidated

Market Share in Japan
(%)
S0 .
—’j%’
40 /
40.9%
30
0
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= Excluding minivehicles
== Inchuding minivehicles
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~1.9% products with enhanced appeal amid steady trends in its home market.

Market Conditions

Steady demand in domestic market
as automotive market undergoes
structural change

Fiscal 2006 saw total new vehicle
sales rise slightly to 5.86 million
units, while sales excluding minive-
hicles edged down to 3.91 million
units. In recent years, demand in the
non-minivehicle market has held
steady just below 4.00 million units
while demand has shifted toward
minivehicles and used vehicles. In
fiscal 2007, the non-minivehicle
market is projected to stay around
the 4.00-million-vehicle mark.

Performance Overview

Toyota keeps market share above 40%
despite slight decline in vehicle sales
In tough market conditions, the

Toyota Group, including Daihatsu
Motor Co., Ltd., and Hino Motors,
Lid., vigorously marketed vehicles,
However, domestic vehicle sales of
2.36 million units on a shipment
basis came up just short of the
previous year's results, and our
share of the non-minivehicle mar-
ket adjusted slightly, from a high-
water mark of 44.5% to 44.3%.
Nevertheless, Toyota claimed more
than 40% of the market for the
eighth straight year. :
Looking at sales trends by
model, the Vitz, which was fully
remodeled in t.he previous fiscal
year, and new models, such as
the Ractis and Belta, sold briskly.

| Domestic I.meup Highlights

Launch of the Ractis compact passenger car
Full remodeling of the RAV4 small SUV
Launch of the Belta compact sedan

Fult remadeling of the bB compact 2-box

Full remodeling of the Estima high-end minivan
Launch of the Rush compact SUV
Full remedeling of the Camry high-end FF* sedan

* Front engine front drive



i
Market Strategy

Step up development of attractive
vehidles to 'stimulate demand

In the domest|c automotive market—
which has ltrended steadily in the past
several yeérs—we will actively take
me_asures!;to invigorate the market
and achiefive medium-to-long-term
growth. fo spur replacement de-
mand by c':!reating new value in cars,
Toyota wiI'I offer products that cus-
tomers f1nd even more appealing
and move forward with technology

development

1!

Further, we will continue restruc-
turing sales channels to cater to
customers with diverse needs and
values. Having already consolidated
sales channels from five to four and
launched the new Netz sales chan-
nel in 2004 through the advance-
ment of a revised product and’
channel strategy, we differentiated
sales channels more sharply by
faunching new visual identities for
Toyota dealers, Toyopet dealers,
and Corolla dealers in March 2006.

Belta

provide comprehenswe after-sales services.

Strengthenmg Sales Channel Identity ° _

In March 2006 we created new visual |dent|t|es for the Toyota, Toyopet, and Corolla sales channels [ Main Channel Focuses ]
by |nstallmg new signboards inside and outs|de dealers that reflect each channels distinctive Toyota:  Luxury vehicles

character. JSpEEIf' cally, we enhanced and differentiated the fook of dealers’ signboards by renewing
sales channel logos, using distinctive colors and materials for each channel, and incorporating a
three- dlmenslonal Toyota marque. Furthermore, to be environment friendly, we curbed the amount
of electricity used by signboards. Going forward we will continue developing dealers to underscore
their partn:ular channel identities whlle ensunng "dealers explam products more fully and

TOYOPET L COROLLA

Toyopet: Mid-size vehicles
Corolla:  Compact vehicles

- Netz: Unique vehicles
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Consolidated Vehicle Sales
and Production in
North America

{Thousands of units) +12.5%
3,000 2,556
+3.9%

2,500 MJ.ZQ

Fy ‘02 '03 ‘04 '05 06

B Consolidated vehicle sales
& Consolidated production®
* Excluding vehicles produced by NUMMI
{uncensolidated company) .

Market Share in
North America
%)
15 —13.3%

0
CY ‘01 °02 '03 '04 '05
Note: Different fiom fiscal year figures

Toyota will continue to raise local production capacity while enriching
lineups in the North American market, which promises ongoing growth.

Market Conditions

Performance Qverview

Growth in U.S. and Canadian automo-
tive markets stays solid

In fiscal 2006, total vehicle sales in
the U.S, automative market grew year
on year for the second successive
year, reaching 17.03 million vehicles.
Meanwhile, the Canadian market out-
performed the previous year for the
first time in three years, with total
sales of 1.59 million vehicles. Due to
a hike in gasoline prices, there was a
marked shift in demand toward fuel-
efficient small and mid-size cars and
an overall slackening in sales of SUVs
and other large models. However, the
North American automotive market
will likely sustain growth on the back
of a rising population and continued
steady economic conditions.

U.5. vehicle sales top previous high for
10th consecutive year

In North America in fiscal 2006, Toyota
sold 2.55 million vehicles and built 1,20
million vehicles on a consolidated basis.
Including Toyota-brand vehicles con-
tributed by unconsolidated New United
Mator Manufacturing, Inc. (NUMMI,
North American production amounted
to 1.57 million vehidles. tn the United
States, Toyota posted a new vehicle
sales record for the 10th straight year,
shipping 2.30 million vehicles,

Sales of large SUVs declined, partly
because certain SUVs were nearing
model changes. However, vehicles
remodeled during the year—the
Avalon, Tacoma, and RAV4—sold
briskly. Further, the Scion-marque

| Lift Local Production Capacity to 1.98* Million by 2008 1
‘Canada (TMMC} - ol 250,000 vehicles
Kentucky (TMMK) | 500,000 vehicles

Indiana (TMMI} » 7t

.71 300,000 vehicles

‘California (NUMNMI}**

M 400,000 vehicles

Mexico {TMMBCQ) "~ =

kﬁl 50,000 vehicles (incraase fram 30,000 to 50,000 units in 2007)

I Texas (TMMTX)

"] 200,000 vehicles (scheduled for October 2006 start-up)

Canada, second plant ] 150,000 vehicles scheduted for 2008 start-us)

Production outsourcirig t_cé North American;
plant of Fuji Heavy industries Lid, 7

100,000 vehicles (scheduled for spring 2007 start-up)

* Toyota plans to fill the 30,000-vehicle gap relative to total plant production capacity by enhancing
efficiency and increasing personnel at existing plants. . :
** The California plant is a Toyota-General Motors joint venture company hat is accounted for using
the equity method. Production capacity figures include vehicles for General Motors.
Note: Please see the Overseas Manufacturing Companies section on page 134 for full plant names.




vehicles, targetlng the younger genera-
tion, and the Prius ‘hybrid vehicle
achieved stgep increases in sales. [n
2005, Lexus‘; ranked as the best-selling
prestige- sedan brand in the United
States for the sixth successive year
thanks to rgbust sales of the new IS
and GS models and the marketing of
the R'X400hiISUV.
¥
Market Straté'gy

Expand operatmns rooted in local
communities through further localization

Qur plans c?ll for further strengthen-
-ing of North American operations
hased on continued expansion of local
production c‘;apacity and enhancement
of lineups. I? efforts to increase local
production) Toyota will commence
operations aj{_ a new plant in Texas in

Scion 1C

October 2006, step up production
capacity in Mexico in 2007, and begin
production at a second plant in Canada

“in 2008. In addition, in spring 2007

annual production of 100,000 units of
the Camry for North America will

" begin at the North American plant of

Fuji Heavy Industries Ltd.

In lineup enhancement, we forti-
fied hybrid vehicles by debuting a
Camry hybrid vehicle to complement
the Prius and the Lexus RX400h. Local
production of the Camry Hybrid is
scheduled to get under way in
October 2006 at our Kentucky plant.
In addition, to further the localization
of product development, we plan to
break ground for new facilities with
design capabilities at the Michigan
research and development center.

Tacoma

New Company Overseeing R&D and Production

In April 2008%in Erlanger, Kentucky, Toyota established-a company with overall control of research
and development and production in North America: Toyota Motor Engineering & Manufacturing
North America, Inc. (TEMA). By integtating the production control functions of Toyota Motor
Manufacturmg North America, Inc. (TMMNA), and the research and development functions of
Toyota Technical Center U.S.A. Inc. (TTC), the new’ company will raise the speed and efficiency of
workﬂow bet_ween the Company’s R&D and manufactunng arms while furthering localization.

-

North Amencan Production Suppont Center Opens

Adjacent 0 our Kentucky plant, we inaugurated the North American Production Support Center
(NAPSC) in January 2006, which began training for all major manufacturing processes. As a
branch of the Global Production Center, established in July 2003 within the Motomachi plant in
Japan, NAPSC will teach manufacturing, maintenance, and ‘other fundamental skills to trainers
in the productlon divisions of our Nonh American plants.
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Automotiye Operations - |

Consolidated Vehicle Sales
and Production in

Europe ,
(Thousands of units} +4-g2/‘3'1
1,200 I_ 1,
+4.5%
1,000 §23

200

Fy ‘02 '03 '04 '05 06
B Consolidated vehicle sales
B Consolidated production

Diesel Vehicle Sales and
Diesel 5ales Ratio
(Thousands of units)

0.39% o
400 40.3% a0

Cy 01 '02 '03 '04 '05
= Diesel sales ratio (Right scale)

Note: Ditferent from fiscal year figures
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Toyota will develop operations decisively, setting its sights on -
raising market presence and earnings in Europe’s fiercely competi-

tive market.

Market Conditions

Amid intense competition, market
size same as in previous year

in fiscal 2006, sales in the European
automotive market amounted to
17.12 million vehicles, roughly the
same level as in the previous year.

While global automakers compete’

fiercely to grow sales and profits,
market size will likely remain in the
region of 17 million vehicles,

Performance Overview

Eighth straight sales record takes
market share above 5% for first time

In Europe in fiscal 2006, Toyota
posted its highest-ever sales for the
eighth year running, with consolidat-
ed shipments of 1.02 million vehi-
cles. As a result, market share on a
calendar-year basis passed 5% for

the first time, and Toyota rose from
eighth 1o seventh place in Europe’s
passenger car market. On the back
of favorable sales, consolidated pro-
duction totaled 623,000 vehicles.
The Toyota brand enjoyed strong
sales across the European lineup,
including the Yaris, our flagship
mass production model; such main-
stay models as the Corolla and
Avensis; and the Aygo, a small pas-
senger car built by our joint ven-
ture company in the Czech Republic.
Further, efforts to bolster diesel
vehicle sales bore fruit, with diesel
vehicles accounting for 40% of
Toyota's vehicle sales in 2005, up
from 37% in the previous year.
Mindful of the European market's
intensifying competition, the Com-
pany will enhance its brand image by

Lift Local Production Capacity to 825 Thousand by 2007 |
U dKmgcom MUK @ 285,000 vehicles

270,000 vehicles
(increase from 240,000 to 270,000 units in 2006)

150,000 vehicles

100,000 vehicles*

20,000 vehicles (scheduled for December 2007 start-up)

* Toyota-brand vehicles
Note: Please see the Overseas Manufacturing Companies section on page 134 for full plant names.




emphasmng the unmaiched quality
of Toyota cars At the same time, we
will furthe_r localize purchasing to
hone price competitiveness.

Market Strailegy

Seek balanced enhancement of line-
up, marketlng, and local production

capacity

Toyota aiFns to sell 1.20 million
vehicles |n the European market
by 2010. To achieve that target,
our basic/strategy is to increase
product appeal, sales capabilities,
and localization.

Responding to the strong interest
"in ervironmental issues in the region,

we will add to our offerings of diesel
vehicles and hybrid models while
actively advertising their merits and
performance 1o grow vehicle sales.

To advance localization, we will
continue staged expansion of pro-
duction capacity for vehicles and
such major components as engines.
At our plant in France, which builds
the Yaris, we raised annual produc-
tion capacity by 30,000 vehicles, to
270,000 vehicles, in February 2006.
Currently under construction, our
new plant in $t. Petersburg, Russia,
will produce 20,000 vehicles a year
after coming onstream in December
2007.

i
W

European Management Subsidiaries Integrate

In Europe'iny October 2005, we integrated our sales management company, Toyota Motor
Marketing :Europe NV/SA; our preduction control company, Toyota Motor Engineering &
Manufactu'ring Europe NV/SA; and their holding company, Toyota Motor Europe NV/SA.
By joining forces, the three companies are intensifying coordination between production,
sales, and \technology departments to enable us to move forward in the face of tough
regional compemlon.

ll

Enlargement of Européan R&D Center

To further locahze technology development and enhance our ability to develop products
that reflect Europe’s dwerslfymg market, we expanded Toyota Motor Europe’s Technical
Center, co}mpletmg new offices and testing facilities in January 2006. The Technical .
Center wﬂl!Ehandle body engineering for models to be built in Europe and diesel engine
evaluation-for models to be sold in Europe.

Toyota Europe Design Development (ED?)
(Cote d'Azur, France)

Czech plant (TPCA)

37




38

Market Conditions

Advance of global moterization
grows markets

The automotive market in Asia
remained favorable, fueled by vigor-
ous demand in China and Thailand.
China is developing into one of the
world’s major vehicle manufactur-

v 02 °03 03 D5 0 ing nations. In Other Regions, solid
3 Consolidated vehicle sales demand in the markets of Central
® Consolidated production ’ and South America and Africa
demonstrated that theé global auto
market continues to grow.

Consolidated Vehicle Sales Performance Overview

and Production in Vehicle production and sales up

Other Regions sharply due to localization

({Thousands of units) +22.0% . i

1,200 [ 1,151 Buoyed by heavy demand for vehi-
+23.3% cles in markets worldwide, consoli-

1.000 367 dated vehicle sales in Asia and in
| Other Regions posted significant

Consolidated Vehicle Sales Toyota will accelerate growth on a giobal scale through stepped-up

and Production in Aji:w operations in the rapidly developing automobile sectors of newly
{Thousands of units) . . . ge w . . . .
o T industrializing countries in such regions as Asia.
+29.0%
836

production volumes in China and
Africa.

IMV Strategy

Speed up development of global
project in readiness for increased
demand

With production centered on three
hubs—the ASEAN region, Argentina,
and South Africa—the IMV project
seeks to establish an optimized
international procurement and pro-
duction system that provides multi-
purpose vehicles to more than 140
countries and regions woridwide.
Robust local sales and exports
reflected markets’ enthusiastic reac-
tion to the project’s dedication to
“global best” products.
Anticipating increased demand,
Toyota is already constructing a

800 ) i . . .
N increases. Vehicle production alsc  new plant in Thailand., We have
500 H rose markedly due to the rollout of  also significantly increased produc-
the IMV project in Asia and higher  tion capacity in South Africa. Qur
400 )
i | China: Operational Highlights }
200 R B 2005  October | Guangqi Toyota Engine Co., Ltd., announced production capacity increase
‘ . {Tianjin FAW Toyota Mator Co., Ltd., began production of the REIZ at second plant
o " November | Guangqi Toyota Engine Co., Ltd., began production of the AZ engines
FY ‘02 °03 '04 ‘05 06 Décember | Sichuan FAW Toyota Matar Co., Ltd., began production of the Prius in Changchun
:gz:z:z::::;::t;’: 2006 May { Guangzhou Toyota Motor Co., Ltd., began production of the Camry




current foc‘us is on expediting mea-
sures to bed down the IMV pro-
ject's operatlonal platform while
further clarifying the distinctive
identities of IMV lineups as globally
strategic vehicles.

E'! '
China Strategy

Secure growth opportunities in the

market whllé monitoring demand trends °

In China, Toyota will continue invest-
ing to grow praduction capacity and
add to proguct lineups while closely
monitoring market trends. At the

1i

) Fortuner, IMV Series

same time, we aim to heighten
earnings by steadily increasing our
competitiveness in the thriving local
market, expanding our sales net-
work, and increasing purchasing
from local component suppliers.

In May 2006, production of the
Camry began at Guangzhou Toyota
Motor Co., Ltd. Alsc, Tianjin FAW
Toyota Motor Co., Ltd., has slated
mid-2007 to launch annual produc-
tion of 200,000 vehicles at a third
plant currently under construction.

Raise Productlon Capacuty in China to 643 Thousand by 2007

Ve

O\ ((:Zhangchun

( 2 (2003 October~  Land Cruiser
/n t :joos December~ Prius

b ’ 1,
-

‘ j Guangzhou

d;{{}f Q 2006 May~ Can?ry

a %G r ‘ﬂt;“l\-./'b‘“ mﬂ«-
Line-off ceremany for the AZ engines at
Guanggi Toyota Engine Co., Ltd.

Line-off ceremany for.the Prius at
Sichuan FAW Toyota Motor Co., Lid.

[naugu_rtion of Plant in Thailand

In Decembe'( 2005, Toyota's vehicle production and sales company in Thailand, Toyota Motor
Thailand Co., Ltd. (TMT), held a cornerstene-laying ceremany for its third plant, in
Chachoengééo Province. Earmarked to play a major role in the expansion of the IMV project,
the plant w1|l commence production of the Hilux pickup truck in early 2007, Flans call for
annual productqon capacity of 100,000 vehicles, investment of about ¥41 billion, and the
creation of r_pughly 2.000 jobs. :

.
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Business Overview

Total Assets by Financial
Services Operations

{¥ Billion}
12,000

Fy '02 03 "04 '05 '06

Overview of Toyota’s Financial Services

Operations FY 2006
Total financiaf services

segment assets........... ¥11,613.5 hillion
Revenues from finandial

services operations........ ¥996.9 billion
Operating income......... ¥155.8 billion
Credit ratings.............. AAA fAaa
Operating areas .......... 31 countries and

regions worldwide

Market coverage .......... approx. 90%
No. of customers.......... approx. 11 million
No. of employees ......... approx. 8,000

Financial Services Operations Organization

Tuyota_;AF-inancial
Services.Corporation

Business QOverview
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Financing volume and revenues up due
to robust automotive sales

In fiscal 2006, operating income
declined because of such factors as the
valuation losses on interest rate swaps
stated at fair value that offset a large
increase in revenues from financial
services operations associated with
higher financing volume.

Toyota's financial services opera-
tions play a vital role—underpinning
the growth of the Company’'s core
automotive operations. Because car
purchases often require aute loans,
delivering superior quality auto sales
financing is a key part of competitive
marketing. Covering 31 countries and
regions, including Japan, financial ser-
vices operations center on Toyota
Financial Services Corporation (TFS},
which has overall control of financial
services subsidiaries in Japan and
overseas. TFS has constructed a global
network that covers approximately
90% of the markets in which Toyota
sells its vehicles.

At present, TFS provides financial
services related to vehicle purchases
and leases to approximately 6 million
customers'workdwide. Further, TFS
has the highest credit rating of U.S.

Ai&i;j(is'u'ranc'e
Ca;, Lid.

{ ] 1w J] sow || 5o ) 100% J)
Oversezs Sales - oyota Finance Joyota Asset Toyata Accounting
finance, Companies Lorporation Managemment Ce., Ltd. Sévice Co.

rating agencies Standard & Poor’s
and Moody's. Backed by such solid
creditworthiness, TFS provides ser-
vices customers trust.

Business Strategy

Offer one-stop financial services
centered on auto sales

In addition to auto sales financing,
the TFS Group is focusing on offering
comprehensive financial services that
closely reflect customers’ lifestyle
needs. Particularly in Japan, the group
provides wide-ranging financial ser-
vices that include auto sales financ-
ing, retail sales of corporate bonds
and investment trusts, asset develop-
ment services for individuals, housing
loans, and insurance. For example,
Toyota Financial Services Securities
Corporation-offers Toyota Group cor-
porate bonds and securities with high
credit ratings denominated in foreign

currencies, mainly those issued by the

World Bank {International Bank for
Reconstruction and Davelopment)
and other institutions.

In addition, Toyota Finance Corpora-
tion released the TS CUBIC CARD in
2001, aiming to create a more acces-
sible and convenient credit card by
tncorporating functions and services
not normally available from credit
cards. The TS CUBIC CARD had approx-
imately 5.4 million cardholders at fis-
cal year-end. Also, Toyota Finance
Corporation has the largest joint ETC
(electronic toll collection) member-
ship—1.7 million cardholders at fiscal
year-end—in the domestic ETC card
industry.




Business Overview

Toyota adapts the technologies and intellectual assets: cultivated in its automotive operationsto develop- <
busmesses in such areas as infermation technology and telecomminications, housmg;:and environmen:..

tal preseryatlon.

i
Intelligent 11"ransport Systems Business
With the goals of enhancing the functionality of cars and
advancing transportation systems, Toyota is creating prod-
ucts and systems for the realization of the Intelligent
Transport System (ITS). [n those efforts, we advance driving
support sys'tlems combine cars and information technology
and telecommunlcatlons develop systems linking cars and
mfrastructure and offer models for future highway-based
public transportation systems. In the same way that we took
steps to rea:[ize the full-fledged commercialization and pop-
ularization (J:f ETC, we will lead efforts to advance the practi-
cal applicatibn and spread of ITSs. We will participate in col-
laborative prOJects among government, the private sector,
and academlc institutions that involve undertakmg research
and development and proving tests.

ﬂ
Information Technology and Telecommunications Business -
We believe that further integration of vehicles and commu-
nication is essentlal to enhance the convenience and com-
fort of cars. 'Focusmg on cell phones, Toyota is collaborating
on the plannmg and commercialization of telecommunica-
tions- reiated products and services with its main partner
the general telecommunications services pravider KDDI
Corporatlonl, which offers products ranging from cell phone
servites to fixed-line telephone domestic and international
telecommunications services and Internet-related services.
At the same time, we are developing a sales agency busi-

ness that primarily handles KDDI cell phones.
1]

I

e-Toyota Business
Toyota's cdmprehensive information network service
GAZOO prowdes its 4.9 million members with information
on new cars,iiused cars, and related services and a wide range
of other 1nformat|on through a web site and information
terminals. Further as part of GAZCO mobility services, we
provide G- BOOK an information service for onboard ter-
minals. At present we are introducing upgraded versions
of the G- BOOK system; G-BOOK ALPHA and G-Link for
Lexus vehlcles In addition, we are introducing e-CRB
" {Customer Relatlonshlp Building), a state-of-the-art CRM
{Customer Relationship Management) network system that

helps cultivate long-term relationships with customers
mainly in Thailand, Australia, and China.

Housing Business

Toyota is focusing its efforts on developing homes that
feature outstanding functionality, durability, and earth-
quake resistance and that cater to modern lifestyles. In fis-
cal 2006, sales of homes increased 4.6% year on year, to
5,525 units, thanks to such efforts as the marketing of
new products.

Marine Business

By making full use of the engine and other advanced tech-
nologies it has developed in automotive manufacturing,
Toyota produces and markets motorboats and marine
engines. In fiscal 2006, we launched a high-end pleasure
boat, the PONAM-45.

Biotechnology and Afforestation Business

To contribute to the construction of a recycling society,
Toyota promotes biotechnology and greening businesses.
Those operatiens include afforestation businesses in
Australia and China, sweet potato processing in indonesia,
and floriculture and rooftop “greening” in Japan. In the
field of bioplastics, Toyota constructed a pilet factory with-
in its Hirose plant and began operations in May 2005, In
addition, aiming to curb the burden placed on the envi-
ranment by livestock farmers and resolve such environ-
mental issues as offensive odors, Toyota jointly developed
an agent that promotes the production of fertilizer,
resQ45, with Menicon Co., Ltd., launching sales in July 2006.

Pilot factory in Toyota's Hirose plant

4
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R&D and Intellectual Property

Based on guiding principles that call on us to “dedicate ourselves to providing clean and safe products and
to enhancing the quality of life everywhere through all our activities” and "create and develop advanced
technologies and provide outstanding products and services that fulfill the needs of customers world-
wide,” we actively pursue R&D in order to offer high-quality, low-cost products with enhanced appeal
that accurately reflect increasingly diverse and advanced demand. Viewing intellectual property created
by R&D as a key management resource, Toyota uses it to contribute to its business activities.

R&D Policy

R&D Expenses

{¥ Billion}
1,000

FY ‘02 '03 ‘04 05 '06

lopmentiPhase.

Every year, Toyota actively advances R&D based on the belief that technological capabilities
are the source of automobile manufacturers’ forward-locking enhancerment of competi-
tiveness, In fiscal 2006, Toyota's R&D expenses increased 7.6% year on year, to ¥812.6
billion, which represents 3.9% of consolidated net revenues. Toyota’s high R&D expenses
in recent years have resulted from stepped-up prior investment in R&D for the introducticn
of new-model vehicles, environmental technology, safety technology, and other initiatives.

At Toyota, we are convinced that continuous investment in research is needed to
maintain the competitive superiority of preducts and technologies in a worldwide
automobile industry that will likely see intensified technology competition. Against that
backdrop, the Company realizes efficient, advanced R&D activities. that underpin the
creation of high-quality, appealing products through clese integration and coordination
among three R&D phases—basic research, forward-looking technology development,
and product development. Toyota controls research expenses appropriately by undertak-
ing regular evaluations and reviews, in light of consultations with external parties, of
stch long-term basic research themes as energy, the environment, information technology
and telecommunications, and materials. The Company also pursues efficient investment
in forward-looking technology development and product development through the
establishment of clear investment standards for each project.

Development theme discovery
Research an basic vehicle-related technology

Technologicat breakthroughs related to components and systems
Development of leading-edge components and systems ahead of competitors

Product
Phase:

Development

Primary responsibility for development of new-model vehicles
Development of new-model vehicles and upgrading of existing vehicles

R&D Organization

.In Japan, Toyota Central Research & Development Laborataries, Inc., mainly conducts

Toyota's R&D activities. Also, Toyota Group companies, including Daihatsu Motor Co.,
Ltd., Hino Motors, Ltd., Toyota Auto Body Co., Ltd., and Kanto Auto Works, Ltd.,
advance product development in close collaboration with Toyota's R&D. Further, Toyota
is constructing a global development organization, We have established technical centers

" in North America, Europe, Asia, and Qceania in order to build cars that cater accurately

1o customer needs in respective regions. In addition to those centers, we have also created
design and matorsports R&D bases in respective regions.




R&D Activities

advanced vehicles that enrich the lives of people by minimizing the negative aspects of
cars, such as environmental burden and traffic accidents, while maximizing the positive
aspects, such as driving pleasure and comfort.

In the development of safety technology, Toyota continues energetic development of
J, ‘ active safety and passive safety technologies. For example, we were the first to commer-
i cialize a pre-crash safety system with a driver monitoring function that recognizes which
direction the driver is facing. Further, we added active steering functions to our existing
: VDIM (Vehicle Dynamics Integrated Management) system and commercialized a new
VDIM system that enhances the active safety performance and dynamic performance of
i vehicles. In addition, aiming to realize outstanding passenger protection, we launched
! the world’s first SRS two-chamber airbag, which features an innovative shape and is
based on the amni-support concept.

In the development of environmental technology, we continue to take wide-ranging
measures aimed at reducing the burden vehicles place on the environment throughout
their life cycles. The Company has commercialized a hybrid system specifically for use in
newly developed FR passenger cars. And, we have developed the world's first pre-paint
| vehicle surface treatment agent that reduces the creation of substances of environmental
| concern. Also, Toyota is moving forward with the development of fuel cell vehicles—
! strong contenders to become the ultimate eco cars. Fitted with new in-house-developed,
[ high-pressure hydrogen tanks, the latest Toyota FCHY became the first fuet cell vehicle in

[ . . . . .
[ Japan to receive vehicle-type approval, and we have begun limited leasing of the vehicles.
f

|| The overriding goal of Toyota's technology and product deveiopmerit is to create
L

J
Intellectual Property

17

A consistent willingness to continue taking on R&D challenges ahead of competitors to
" heighten product appeal and technological capabilities has been the source of Toyota's
i competitiveness. Because expertise and inventions always underpin products created
v through such R&D initiatives, intellectual property is one of Toyota’s key management
resources. In the past several years, our 5tea'dy efforts to protect the achievements of
! ) vigorous development activities centered on the environmental and safety fields have led
I to an increase in the number of patents that we hold.

Using intellectual property as a management resource, we consider such factors as
p ] securing degrees of freedom in operational activities, contributing to. business activities
‘;l ‘ that enhance competitiveness, and promoting the spread of beneficial technologies that
! contribute to Sustainable Mobility*. Based on that approach, we basically have an open
‘ licensing policy and offer intellectual property under appropriate conditions.

I * "Sustainable Mobility” is defined by WBCSD (World Business Council for Sustainable Development) as
“the ability to meet the needs of society to move freely, gain access, communicate, trade, and establish
relationships without sacrificing other essential human or ecological values today or in the future.”

Note: Please see the R&D Organization
section on page 132 for full names.

et
P e S

‘ Toyoté Technicia) Center TEMA (Ann Arbor, Michigan, U.S.A)
(Toyota City, Aichi Prefecture, Japan)
|

it
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Risk Factors

Operational and other risks faced by Toyota that could significantly infiuence the decisions of investors
are set out below. However, the following does not encompass all risks related to the operations of
Toyota. There are risk factors other than those given below. Any such risk factors could influence the

decisions of investors.

Industry and Business Risks

The worldwide automobile market is highly competitive.

The worldwide automotive market is highly competitive.
Toyota faces strong competition from automobile manufac-
turers in the respective markets in which it operates.
Competition is likely to further intensify in light of cantinuing
globalization and consolidation in the worldwide automotive
industry. Factors affecting competition include product quality
and features, innovation and development time, pricing, relia-
bility, safety, fuel economy, customer service and financing
terms. Increased competition may lead to lower vehicle unit
sales and increased inventory, which may result in a further
downward price pressure and adversely affect Toyota’s finan-
cial conditions and results of operations. Toyota's ability to
maintain its competitiveness will be fundamental to its future
success in existing and new markets and its market share.
There can be no assurances that Toyota will be able to com-
pete successfuily in the future.

The worldwide automabile industry is highly volatile,
The markets in which Toyota competes have been subject to
considerable volatility in demand in each market. Demand for

automobile sales depends to a large extent on general, social,

political and economic conditions in a given market and the
introduction of new vehicles and technologies. As Toyota's
revenues are derived from sales'in markets worldwide such as
Japan, North America and Europe, econcmic conditions in
these ¢ountries and regions are particularly important to
Toyota. Demand may also be affected by factors directly
impacting automohile price or the cost of purchasing and
operating automobiles such as sales and financing incentives,
prices of raw materials and parts and components, cost of
fuel and governmental regufations (including tariffs, import
regulation and other taxes). Volatility in demand may lead to
lower vehicle unit sales and increased inventory, which may
result in a further downward price pressure and adversely
affect Toyota’s financial conditions and results of operations.

Toyota’s future success depends on its ability to offer innova-
tive new, price competitive products that meet and satisfy
customer demand on a timely basis.

Meeting and satisfying customer demand with attractive new
vehicles and reducing product development times are critical
elements to the success of automobile manufacturers. The
timely introduction of new vehicle models, at competitive
prices, meeting rapidly changing customer preferences and
demands is fundamental to Toyota’s success. There is no assur-
ance that Toyota may adequately perceive and identify chang-
ing customer preferences and demands with respect to quality,
styling, reliability, safety and other features in a timely manner.
Even if Toyota succeeds in perceiving and identifying customer
preferences and demands, there is no assurance that Toyota
will be capable of developing and manufacturing new, price
competitive products in a timely manner with its available tech-
nology, intellectual property, sources of raw materials and
parts and components {including the procurement thereof),
production capacity and other factors affecting its productivity.
Further, there is na assurance that Toyota will be able to imple-
ment capital expenditures at the level and times planned by
management. Toyota’'s inability to develop and offer products
that meet customer demand in a timely manner can result in a
lower market share and reduced sales volumes and margins,
and may adversely affect Toyota’s financial conditions and
results of operations.

Toyota's ability to market and distribute effectively, and
Toyota's maintenance of brand image, are integral parts of
Toyota's successful sales. ) '

Toyota’s success in the sale of automobiles depends on its-abil-
ity to market and distribute effectively based on distribution
networks and sales techniques catered to its customers as well
as its ability to maintain and further cultivate its brand image
across the markets in which it operates. There is no assurance
that Toyota will be able to develop sales techniques and distri-
bution networks that effectively adapt to customer preferences




or changes_iin the regulatory envirenment in the major markets
in which it éperates. Nor is there assurance that Toyota will be
able to cultivate and protect its brand image. Toyota's inability
to maintain well developed sales technigues and distribution
networks q:r brand image may result in decreased sales and
market share and may adversely affect its financial conditions

I— .
and results of operations.
if

The worldw1de financial services industry is highly competitive.

The worldmde financial services industry is highly competitive.
The marketifor automobile financing has grown as more can-
sumers are fmancmg their purchases, primarily in North America
and Europe Increased competition in automobile financing
may lead to decreased margins. A decline in Toyota s vehicle
unit sales, an increase in residual value risk due to lower used
vehicle pricé_fand increased funding costs are factors which may
impact Toyollta's financial services operations. A negative impact
on Toyota 5. flnanC|aI services operations may adversely affect its
financial con}dmons and results of operations.

Political, ,:Regulatory and Economic Risks

Toyota's op;erations are subject to currency and interest rate
ﬂuctuations} '
Toyota is seﬁsitive to fluctuations in foreign currency exchange
rates and is/principally exposed to fluctuations in the value of
the Japanese yen, the U.S. dollar and the euro and, to a lesser
extent the ’;Il\ustrallan dollar and the British pound. Toyota's
consohdated financial statements, which are presented in
Japanese yen are affected by foreign currency exchange fluctu-
ations throygh hoth translation risk and transaction risk.
Changes in foreign currency exchange rates may affect Toyota's
pricing of préducts sold and materials purchased in foreign cur-
rencies. In barticular a strengthening of the Japanese yen
against the U S. dollar can have a matenal adverse effect on
Toyota's operatlng results.

Toyota belleves that its use of certain derivative financial

instruments and increased localized production of its products

have reduceﬁ but not eliminated, the effects of interest rate
and foreign currency exchange rate fluctuations, which in some
years can bef‘.significant. Nonetheless, a negative impact result-
ing from qu'ctuatior\s in foreign currency exchange rates and
changes in mterest rates may adversely affect Toyota's financiat
conditions and results of operations. For a further dlscussmn of

currency and interest rate fluctuations and the use of derivative
financial instruments, please see “Management’s Discussion
and Analysis of Financiat Condition and Results of Operations—
Overview—Currency Fluctuations (page 64)" and “Quantitative
and Qualitative Disclosures about Market Risk (page 84)," and
notes 20 and 21 {page 117) to Toyota’s consolidated financial
statements.

The automotive industry is subject to various governmental
regulations and legal proceedings.

The worldwide automative industry is subject to various gov-
ernmental-laws and regulations including those related to
vehicle safety and envirenmental matters such as emission levels,
fuel economy, noise and pollution. Many governments also reg-
ulate local content, impose tariffs and other trade barriers, 1axes
and levies, and enact price or exchange controls. Toyota has
incurred, and expects to incur in the future, significant costs in
complying with these regulations. New legislation or changes in
existing legislation may also subject Toyota to additional expense
in the future. Toyota is also subject to a number of pending legal
proceedings. A negaiive outcome in one or more of these pend-
ing legal proceedings could adversely affect Toyota's future
financial conditions and results of operations.

Toyota may be adversely affected by political instabilities,
fuel shortages or interruptions in transportation systems,
natural calamities, wars, terrorism and labor strikes,

Toyota is subject to various risks associated with conducting
business worldwide. These risks include political and economic
instability, natural calamities, fuel shortages, interruption in
transportation systems, wars, terrorisms, labor strikes'and work
stoppages. The occurrence of any of these events in the major
markets in which Toyota purchases materials, components and
supplies for the manufacture of its products, or in which its
products are produced, distributed or sotd, may result in disrup-
tions and delays in the operations of Toyota's business.
Significant or prolonged disruptions and delays in Toyota's busi-
ness operations may result to adversely affect Toyota's financial
conditions and results of operations.
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Corporate Governance

Toyota's Basic Approach to Corporate Governance

Toyota's Management System

Toyota's top management priority is to steadily increase corporate value over the long
term. Further, our fundamental management philosophy is to remain a trusted corporate
citizen in international society through open and fair business activities that honor the lan-
guage and spirit of the law of every nation. In order to put that philosophy into practice,
Toyota builds favorabte relationships with all of its stakeholders, including shareholders,
customers, business partners, local communities, and employees. We are convinced that
providing products that fully cater to custormer needs is essential to achieve stable, long-
term growth. That philosophy is outlined in the “Guiding Principles at Toyota.” Further, to
explain those principles in more detailed terms, we prepared and issued the “Contiibution
towards Sustainable Development” statement in January 2005. Through such initiatives,
Toyota is taking concrete measures to reinforce its corporate governance functions and to
become an even more competitive global company.

. Specifically, we have introduced a unique management system focused on prompt
decision making for developing our gtobal strategy and speeding up operations.
Furthermore, we have a range of long-standing in-house commitiess and councils responsi-
ble for monitoring and discussing management and corporate activities from the viewpoints
of various stakeholders to ensure heightened transparency and the fulfillment of social oblig-
aticns. . :

Ultimately, however, a well-developed awareness of ethics among individuals is the
key to successful governance systems. Without such awareness—regardless of the gover-
nance structure of a company—corporate governance cannot function effectively. Toyota
has a unigue corporate culture that pléces emphasis on prablem solving and preventative
measures, such as problem solving based on the actuat situation on the site and highfight-
ing problems by immediately flagging and sharing them. In other words, because Toyota's
approach is to build in quality through manufacturing processes, enhancing the quality of
everyday operations strengthens governance. Toyota's management team and employees
conduct operations and make decisions founded on that common system of checks and
balances and on high ethical standards.

In June 2003, Toyota introduced a new management system that includes a streamlined
Board of Directors and the new position of non-board managing officers with responsibility
for specific operational functions. A distinctive feature of Toyota's management system is
that senior mahaging directors do not focus exclusively on management. They also serve as
the highest authorities in the specific operational functions and as the link created between
management and on-site operations. Retaining an emphasis on developments on the site—
one of Toyota's perennial strengths—helps directly coordinate decision making with actual
operations. Management decisions can be swiftly reflected in operations, while overall man-
agement strategy is able to readily incorporate feedback from frontline operations.

Further, as part of its management reforms, the Company abolished the retiring

-directors’ bonus payments system at the close of the Ordinary General Shareholders’

Meeting in June 2006 in order to further strengthen the linkage between directors’
remuneration and the Company's business results and shareholders’ returns and to
establish a highly transparent remuneration system that reflects duties and achievements
in each term of office.
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To monitor the management, Toyota has adopted an auditor system that is
based on the Japanese Corporation Act. In order to increase transparency of corporate
activities, four of Toyota's seven corporate auditors are outside corporate auditors,
Corporate auditors support the Company's corporate governance efforts by undertaking
audits in accordance with the audit policies and plans determined by the Board of
Corporate Auditors. (As of June 23, 2006)

- Systems for Ensuring Appropriate Management

N
i

As a system to ensure appropriate management, Toyota has convened meetings of its
International Advisory Board {IAB) annually since 1996. The |AB consists of approximately
10 distinguished advisors- from overseas with backgrounds in a wide range of fields,
including politics, economics, the environment, and business. Through the IAB, we
receive advice on a diversity of business issues from a global perspective. In addition,
Toyata has a wide variety of conferences and committees for deltberations and the moni-
toring of management and corporate activities that reflect the views of a range of stake-
holders, including the Labor-Management Council, the Joint Labor-Management Round
Table Conference, the Corporate Philanthropy Committee, the Stock Option Committee,
and the Toyota Environment Committee,

Toyota’s Corporate Governance

Emphasizing Frontline Operations + Multidirectional Monitoring

; Board of Corporate

‘ !l Auditors

B {s Majority are
1 | outside corporate
. auditors

§ ,
- Financial statement audits
. based on U.S. & Japan

i auditing standards

- Shareholders

Appointment - -
International Advisory
| l _ _ Board
: - Labor-Management Council
Joint Labor-Management
Round Table Conference
Wonitoring Board of Directors Corporate Philanthropy
- M Committee
- —1:.!. - ' Toyota Environment
nagin = .
Senior Ma aﬁ- g Directors  |qme—= Committee
L4 .
. Corporate Ethics
Mommnngi Managing Officers Committee
- .
‘Stock Option Committee
- The U.S. Sarbanes-
;Disclosure Oxley Act
Lommittee .. {internal control systems)
+ g readiness project team

NY / London stock listings
(As of June 23, 2006)
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_Accountability

Toyota considers the appropriate disclosure of corporate and financial information as a crit-
ical responsibility in corporate governance, and the Company works to enhance its
accountability to shareholders and other investors.

With respect to financial information, in addition to quarterly reporting of flnanmal
statements, we made financiai statements timelier, more transparent, and more compre-
hensive by only issuing consolidated financial statements in' accordance with U.S. GAAP
from fiscal 2004, Further, in fiscal 2006 the Company started to disclose an outlook for con-
solidated business results in fiscal 2007. In response to the enactment of the U.S. Sarbanes-
Oxley Act, Toyota has established the Disclosure Committee. The committee works to
ensure the appropriate, timely, and fair disclosure of material information.

Compliance

To firmly establish corporate ethics and ensure strict compliance, Toyota's Corporate Ethics
Committee, which is comprised of members drawn from the executive vice president level
and above and representative corporate auditors, deliberates issues and measures relating
to corporate ethics, compliance, and risk management.

For employees, an outside attorney provides the Compliance Hotline. Also, we are
reexamining the compliance risks within each division, implementing countermeasures, and
entrenching them. Toyota will implement the tenets of ethical business practice by further
promoting the "Guiding Principles at Toyota” and the “Toyota Code of Conduct” and by
educating and training employees at all levels and in all areas of aperations.

With regard to internal audits, a specialized independent organization is working
on establishing a solid system to verify the effectiveness of internal controls over financial
reporting. In order to enhance the reliability of the financial reporting of the Company, the
three auditing functions, namely, independent accountants, corporate auditors, and inter-
nal auditors, have meetings periodically and as necessary to share informatian through dis-
cussion on audit plans and results that aids conducting an effective and efficient audit.

Corporate Social Responsibility

To maintain stable, long-term growth in international society, companies have to earn the
respect and trust of society and individuals. Rather than simply contributing to economic
development through operational activities, growing in harmony with society is a must for
good carporate citizens. Mindful of the foregoing, Toyota has a range of committees that
are tasked with monitoring corporate activities and management in relation to social
responsibilities, including the Corporate Philanthropy Committee and the Toyota
Environment Committee.

Internal Control Systems and Toyota's Basic Approach

Based on the "Guiding Principles at Toyota” and the "Toyota Code of Conduct,” we,
together with our subsidiaries, have created and maintained a sound corporate culture.
In our actual operations, based on the “Toyota Way” principles, we integrate into our
business operation processes the principles of problems identification (*"Mondai Hakken ™}
and continuous improvements (“Kaizen™) and make continuous efforts to train our
employees who put these principles into practice.

with the above understanding, internal control has been develaped under the
following basic policies.




{ 1) Legal compliance by Directors
* Ensure that Directors will act in compliance with relevant laws and regulations, and with the Astides
of Incorporation, through measures such as the Code of Ethics and an orientation program
* Make decisions after comprehensive discussions at cross-sectional decision-making bodies
= Discuss significant matters and measures relating to issues such as compliance and risk man-
agement at the Corporate Ethics Committee, etc.
( 2} Retention and management of information relating to the execution of responsibilities by Directors
* Retain and manage information appropriately in accordance with relevant laws and regulations
{ 3 ) Regulations and other systems related to the management of risks of losses

* Properly manage capital funds through the budgeting system and other forms of control, and con-
duct our business operations and manage our budget based on the authorities and responsibilities

in accordance with the “Ringi” system (effective consensus-building and approval system), etc.

« Prepare an accurate financial report, and make proper and timely disclosure of information
through the Disclosure Committee

* Manage compliance regarding various risks related to safety, quality control and other issues at
the relevant division

= Conduct emergency drills, and take other measures to diversify risks and secure appropriate

insurance, as a precaution for events such as natural disasters
( 4 ) Efficiency of execution of responsibilities by Directors

« Policies are managed for consistency based on medium to long term management policies
and on the Company's policies ("Hoshin")

= Chief Officer will act as a liaison officer between the management and operational functions, and
delegate executive authority to Managing Officers realize effective and timely decision making

+ Reflect advice from stakeholders, including external experts, in our management

( 5 ) Legal compliance by employees

= Distinguish the division of responsibilities of each organization unit and maintain a foundation
to ensure continuous improvements

* Periodically review legal compliance and risk management, and report to the Corporate Ethics Committee

* Quickly obtain information and achieve immediate selutions utilizing various hotlines in the Company

( & ) Appropriateness of the business operations of the group

* Develop and maintain an environment of internal controls for the group by sharing the guiding
principles and the code of conduct

* Manage our subsidiaries in a comprehensive manner through divisions of the Company that man-
age the financing and management aspects and the business activities of our subsidiaries, and
ensure adequacy through information exchanges between the relevant divisions and subsidiaries

{ 7 ) Employees assisting the Corporate Auditors

+ Establish the Corporate Auditors Department and assign a number of full-time staff to sup-

port this function
{ 8 ) Independence of employees described in the preceding item (7)

+ Any changes in personnel in the Corporate Auditors Department reguire the prior consent of

the Board of Auditors, or of full-time Auditor
{ 9 ) Report to Corporate Auditors '

* Report periodically and from time to time on matters concerning the execution of significant
operations, and immediately in the case where facts that may cause significant damage to
the Company are discovered

{10) Ensure the efficient execution of audits by the Auditors

* Ensure attendance of Corporate Auditors at major board meetings, inspection of important
Company documents, information exchange with independent auditors and appointment of
externat experts with specialized knowledge

Regarding significant differences in corporate governance practices between Toyota and U.S. companies listed on the New York Stock
Exchange, please refer to the annual report on Form 20-F filed with the United States Securities and Exchange Commission. Form 20-F can be
viewed at théL Company's web site {http://www toyota.co.jp/en/iriibrany/sec/index.html).
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Directors and Auditors

As of June 23, 2006

[ Representative Directors |

Chairman of the Board Executive Vice Presidents,
Members of the Board

Fujio Cho {Main operational responsibilities)

| Tokuichi Uranishi |
Glebal Planning Operations,
Overseas (Americas, Europe & Africa, Asia,
Oceania & Middle East)

| Kazuo Okamoto B

Research & Development

(R&D Management, Technical Administration,
Design, Product Development,

Vehicle Engineering, Motor Sponts}

| Kyoji Sasazu |
+Globa! Planning Operations / Japan Sales Operations

{ Mitsuo Kinoshita |

Corporate Planning / General Administration &
Human Resources / Finance & Accaunting /
Information Systems / Business Development /
Government & Public Affairs / Housing

Katsuaki Watanabe

f Yoshimi Inaba” ;

Ovarseas {China) { Customer Service

| Takeshi Uchiyamada ]

Preduction f TQM/
Ervirenmental Affairs

[ Masatami Takimoto |

Quality / Research & Development
(Power Train, Future Project) /
Fuel Cell System Development

| Akio Toyoda |

Product Management / IT & ITS }
Purchasing / Quality




[ Directors and Auditors )

. hoo .
Senior Managing Directors
{Main operationa‘! responsibilities)

i

| Tetsuo Hattori foee 0| {: Akira Okabe {
Vehicle Engineering Group E Asia, Oceania & Middte East Operations Group
H
I Yukitoshi Funo S A [ Yoshio Shirai N 1
{Teyota Mator North America, Inc)  ~ Product Development Group
{Toyota Matar Sales, U.S.A., Inc.)
| Takeshi Suzuki M | | Yoichiro ichimaru |
Business Development Group / Japan Sales Operations Group /
Accounting Group . Customer Service Operations Group
¥,
[ Atsushi Niimi - Bl | { Shoji tkawa ;
Strateqgic Production Planning Group/ - Production Engineering Group
Marufacturing Group 4
Hajime Wakayama ¢ .
L Hai < Y a | Honorary Chairman, Member of the Board
Purchasing Group

[HiroshiTakada . 1 .7 ]
Global Planning Operations Group

| Teiji Tachibana ~~ I Hiroshi Qkuda
Govemnment & Public Affairs Group/ -
Housing Group

{ Shinichi Sasaki

=
||

Full-Time Corporate Auditors

Quality Group d Hideaki Miyahara Masaki Nakatsugawa
. Chiaki Yamaguchi
)
[Shin Kanada T ] Corporate Auditors
Infarmation Systems Group : Yasutaka Okamura Yoichi Morishita
: Yoichi Kaya Akishige Okada
i Note: Corporate auditors Yasutaka Okamura, Yoichi Kaya, Yoichi Morishita, and Axishige

Okada are sutside cotporate auditors.
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Corporate Philosophy

Since its foundation, Toyota has continuously strived to contribute to the sustainable development of
society through the manufacturing and provision of products and services that lead the times. The
foundations of these endeavors are the Guiding Principles at Toyota and an explanation paper entitied
Contribution towards Sustainable Development that interprets the Guiding Principles at Toyota.

Guiding Principles at Toyota
The Guiding Principles at Toyota (adopted in 1992 and revised in 1997) reflect the kind of company that Toyota
seeks to be in light of the unique management philosophy, values, and methods that it has embraced since its foun-
dation. Toyota hopes to contribute to society through its corporate activities based on undersianding and sharing of
the Guiding Principles at Toyota.

[1.] Honor the language and spirit of the law of every nation and undertake open and fair corporate activities to

be a good corporate citizen of the world.

Respect the culture and customs of every nation and contribute to economic and social development

through corporate activities in the communities,

[3.] Dedicate ourselves to providing clean and safe products and to enhancing the quality of life everywhere

through all our activities.

Create and develop advanced technologies and provide outstanding products and services that fulfill the

needs of customers worldwide.

[5.] Fester a corporate culture that enhances individual creativity and teamwork value, white honoring mutual
trust and respect hetween labor and management.

[6.] Pursue growth in harmony with the global community through innovative management.

[7.] Work with business partners in research and creation to achieve stable, long-term growth and mutual
benefits, while keeping ourselves open to new partnerships.

[2.

[4.

Contribution towards Sustainable Development

In January 2005, Toyota prepared the Contribution towards Sustainable Development statement to explain in greater
detail the Guiding Principles at Toyota and convey Toyota's commitment to contributing to sustainable development
in harmony with society and the global environment, with an emphasis on all stakeholders.

—We, TOYOTA MOTOR CORPORATION and our subsidiaries, take initiative to contribute to harmonious and sustain-
able development of society and the earth, based on our Guiding Principles.

—We comply with local, nationa! and international laws and regulations as well as the spirit thereof and we conduct
our business operations with honesty and integrity.

—in order to contribute to sustainable development, we believe that management interacting with its stakeholders
as described below is of considerable importance, and we will endeavor ta build and maintain sound relationshigps
with our stakeholders through open and fair communication.

* Based on our philosophy of “"Customer First”, we develop and provide innovative,
safe and outstanding high quality products and services that meet a wide variety of
customers’” demands to enrich the lives of people around the world. (Guiding
Principles 3 and 4)

» We will endeavor to protect the perscnal information of customers in accordance
with the letter and spirit of each country's privacy laws. (Guiding Principles 1)

Customers
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We respect aur employees and believe that the success of our business is led by
each individual's creativity and good teamwork. We stimulate personal growth for
our employees. (Guiding Principles 5)

We support equal employment opportunities, diversity and inclusion for our
employees and do not discriminate against them. {Guiding Principles 5)

We strive to provide fair working conditions and to maintain a safe and healthy
working envirenment for all our employees. (Guiding Principles 5)

We respect and honor the human rights of people involved in our business and, in
particular, do not use or tolerate any form of forced or child labor. (Guiding
Principles 5)

Through cormmunication and dialogue with our employees, we build and share the
value “Mutual Trust and Mutual Respensibility” and work together for the success
of our employees and the company. (Guiding Principles 5)

Management of each company takes leadership in fostering a corporate cuiture and
implementing policies, that promote ethical behavior. (Guiding Principles 1 and 5)

We respect cur business pariners such as suppliers and dealers and work with
them through long-term relationships to realize mutual growth based on mutual
trust. (Guiding Principles 7}

Whenever we seek a new business partner, we are open to any and all candidates,
regardless of nationality or size, and evaluate them based an their overall
strengths. {Guiding Principles 7}

We maintain fair and free competition in accordance with the letter and spirit of
each country’s competition laws. (Guiding Principles 1 and 7)

We strive to enhance corporate value while achieving a stable and long-term
growth for the benefit of our shareholders. {Guiding Principles 6)

We provide our shareholders and investors with timely and fair disclosure on our
operating results and financial condition. (Guiding Principles 1 and &)

We aim for growth that is in harmony with the environment throughout all areas
of business activities. We strive to develop, establish and promote technologies
enabling the enviranment and economy to coexist harmoniously and to build close
and cooperative relationships with a wide spectrum of individuals and organiza-
tions involved in environmental preservation. (Guiding Principles 3)

We implement our philosophy of “respect for people” by honoring the culture,
customs, history and laws of each country. (Guiding Principles 2)

We constantly search for safer, cleaner and superior technology to develop prod-
ucts that satisfy the evolving needs of society for sustainable mobility. (Guiding
Principles 3 and 4)

We do not tolerate bribery of or by any business partner, government agency or
public authority and maintain honest and fair relationships with government
agency and public authority. (Guiding Principles 1)

Wherever we do business, we actively promote and engage, both individually and
with partners, in philanthropic activities that help strengthen communities and
contribute to the enrichment of society. (Guiding Principles 2}
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Environmental and Social Initiatives

[ Environmen;al ]

Environmental Management

W All goals specified in the Third Environmental Action Plan were achieved and
initiatives begun toward achieving the Fourth Environmental Action Plan
goals.

B Environment Committees were established in Europe in fiscal 2004, North
America in fiscal 2005 and South America in fiscal 2007 to reinforce
environmental activities by affiliates subject to consolidated environmental
management.

Development and Design

# Committee (set up
4l in May 2006 in
Brazil)

W Achieved the 2010 Fuel Efficiency Standards in all vehicle weight categories,

W The percentage of total production that meets the Ultra-Low-Emission
Vehicle level reached 96%.

W In March 2006, the Lexus GS45Ch equipped with a newly developed dedi-
cated hybrid system for rear-wheel-drive passenger vehicles was launched,
widening the market base for hybrid vehicles.

Actual Fuel Efficiency of Toyota Vehicles in FY 2006 and 2010 Fuel Efficiency Standards

M Average forl effency of Toyota
vehicles in fscal 2006

e rineen| == 2010 Fued Efficiency Slandards
e Qs ful efficiancy among Toyota
1 wvehicles i each category

a8~ 1016~ 1,266~ 1,516~ 1,766~ L0016~ 1,266~

tiveight Categony kgt
B Worldwide sales of Toyota hybrid vehicles in fiscal 2006 were approximately
263,000 units, for a cumulative total exceeding 600,000 units.
Production and Logistics
W All goals, including that for reduction of CO; emissions, were almost €0z Emissions (Energy Consumptian) and C0z per Sales Unit

achieved.

B Through energetic actions 1o reduce volatile organic compound {VOC) emis-
sions, conversicn to water-borne paints for the top ceating {base coat) was
completed on all lines in Japan.

M The Toyota Environmental Management System (TOYOTA-EMS) that incor-
porates the Toyota Way was defined and expanded to all affiliates worldwide.

Recycling

(hklion kone) {Tora ¢ Bitlen
0

I Total Oz emissions from non-praduction. areas
I foual €Oz emissions from productian arsss
| 22 emissians. per sales unit

€03 emissions per safes unit

B Steadily implemented measures 1o recycle / recover automobile shredder
residue {ASR) and recover airbags and CFCs / HFCs from end-of-life vehicles
toward the smooth operation of the Automobile Recycling Law.

W Steadily incorporated new designs for recycling into new models.

B Reduced the usage of four substances of concern at Toyota operations
worldwide.

8 Developed new practical dismantling technologies and marketed them
widely.

W The number of vehicles in which Recyeled Sound-Proofing Products (RSPP)
was used exceeded the 10-million mark.

M Promoted the collection and recycling of batieries from end-of-life hybrid
vehicles.

TSOP =Toyota Super Qlefin Polymer
= RsPP = Recyded Sound-Froofing Products




[ Soc ieul‘l ]

|
Relations with Customers

] "Customer First* {CF} activities were implemented to further enhance
Toyota s supenorlty with regard to quality.

Relations with Employees

| President:r Watanabe expressed his hope that labor and management can
develop i|h mutually beneficial ways at a commemorative event to mark the
60th anniversary of the establishment of the Toyota Motor Worker's Union.

Ml The G!ob_'él Production Center (GPC) starts full-scale operation.

B Support §y5tems for balancing work with childcare (and nursing care) were
enhanced.

B The ”Toyota Child Care Bubu Land,” an on-site childcare facility was created
at the Shlmoyama plant.

B The systém for employment of persons 60 years and older was reviewed.

Cooperation with Business Partners

At the 60th
anniversary
commemorative
event (January 2006)

Training at GPC

Toyota Child Care
Bubu Land

B The "Tog}fota Green Purchasing Guidelines” were revised,

M Toyota c!éealers in Japan adepted the CSR Declaration.

n Activities”were carried out by the Global Knowledge Center (GKC) to promote
the establishment and improvement of sales and marketing methods at over-
seas deal?ars.

S

Glohal S:iociety { Local Communities

TOYOTA
Su— i HS

“Toyota Green Purchasing

Guidelines”

IWorId'sijirst pre-crash safety system (PCSS) with a driver monitering system
was devéloped and installed in vehicles.

B Construction of the TOYOTA Safety Education Center "mobilitas,” the
largest such facility in Japan, was completed.

» TOYOTP! Shirakawa-Go Eco-Institute was opened.

® Conducted volunteer activities at EXPO 2005 Aichi, Japan, including inviting
childreraI from areas affected by the Chuetsu Earthquake.

H Toyota Stakeholder Dialogue was held with "Corporate Social Responsibility
(CSR) - Focusmg in the Environment” as its theme.

[ ] Cumula;lwe number of visitors to Amiux hits 3¢-million mark.

For addltlonal infarmation, please refer to the Sustainability Report 2006:
http: //www toyota.co.jp/SR/en06repo

A course in session
1 at "mobilitas”

Junior high school
chilkdren experience
nature at the TOYOTA
Shirakawa-Go

A Eco-Institute

The 30 millionth
farmily to visit Amlux
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We participate in motorsports whole-
heartedly to let people the world over
feel the endless possibilities, wonder,
and fun that cars offer. In 2006, our
main motorsports events are the
Formuta One World Championship,
NASCAR* in the United States, and the
Super GT World Challenge in Japan.

In Ft, the zenith of world motor
racing, we made solid progress in
2005—achieving the podium placing we
had set our sights on and ranking fourth
in the Constructors” Championship. In
2006, our fifth season of F1 racing,
we aim to achieve our first victory and
to accumulate points steadily. To those
ends, we have introduced a new F1
car, the TF106, that is compliant with
new vehicle regulations, and we are
using the same drivers as last season:
Jarno Trulli and Ralf Schumacher.

After debuting in NASCAR with our
Tundra pickup truck in 2004, we
picked up nine victories in the NASCAR
Craftsman Truck Series in the 2005
season. Moreover, we have decided to
field the Camry in the 2007 Nextel Cup
Series and the Busch Series.

Also, we continue to sponsor six
teams racing in the top echelon of
Japanese motorsports, the Super GT
World Challenge. Further, we have raised

the Toyota banner in Japan's elite for-
mula car category by supplying engines
to seven Formula Nippon teams.

Further, we continue to foster racing

~drivers capable of competing at the

highest levels of motorsports in Japan
and overseas through the promotion
of the Toyota Driver Development
Program, which scouts highly motivat-
ed, talented individuals and, in line with
their ability, helps them move up the
{adder of international motorsports.

* NASCAR is the common name for the
stock car races administered over by the
National Association for Stock Car Auto
Racing (NASCAR), the largest motor-
sports organization in the United States.
Converted four-wheel commercial vehi-
cles known as stock cars race mainly in
North America.

Fuji Speedway to Host the 2007 Japanese F1 Grand Prix /

October 2007.

the Federation Internationale de
I'Automobile has already granted the
circuit a grade 1 license—required for
alt F1 race venues. Next year will wit-
ness the first grand prix at Fuji
Speedway for three decades.

Fuji International Speedway Co., Ltd., in which Toycta has a 93.4% stake, and
Formula One Administration Ltd., which controls the rights for holding F1
events, agreed to hold the Japanese F1 Grand Prix at Fuji Speedway in

As ane of only a handful of ultrahigh-speed circuits in the world, Fuji
Speedway has staged numerous international and domestic races since open-
ing in 1966, including the first two Japanese F1 Grand Prixin 1976 and 1977,

We completed a comprehensive renovation of the circuit in 2005, and
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Selected Flnanual Summary (U.S. GAAP)

Toyota Motar Corporatlon
Fiscal years ended March 31

“

Yen /n millions except per share data, stock information, and other data ., % change
. 2002 2003° 2004 2005 2006 . 2005 vs 2006
For the Year: -

. Net Revenues: . - . . ] ) - o
Sales of Products ................ ¥13,499,644  ¥14,793,973  ¥16,578,033° ¥17,790,862 ¥20,059,493 +12.8 -
Financing Operations.......... 690,664 - 707,580 716,727 760,664 977,416 +28.5
" Total o, S ¥14,190,308 .¥15501553  ¥17294760 ¥18,551,526 ¥21,036,909 +13.4

‘Costs and Expenses: . : )

Cost of Products Scld.......... ¥10,874,455  ¥11,914,245 ¥13,506,337 - ¥14,500,282 ~¥16,335,312 +12.7
Cost of Financing . Co o ’
Operations ..o . 459,195 + 423,885 364,177, 369,844 609,632 +64.8
Selfing, General and ' ) ] .
Administrative ..........ccce....... +~ 1,763,026 1,891,777 1,757,356 2,009,213 | 2,213,623 +10.2
Total oo i -¥13,096,676 __ ¥14,229907 ¥15,627,870 _ ¥16,879,338  ¥19,158,567 +13.5
Operating Income................. ¥1,093 632 L ¥1,271,646 ¥1,666,890 ¥1,672,187 . ¥1,878,342 +12.3
% of Net Revenues.............. 7.7% - 8.2% 9.6% T 9.0% 8.9% =
Incorne before Income Taxes, ’ :

Minority Interest and Equity in

Earnings of Afflllated . ' - -

COmPpanies..........o.bveeeeeen 972,101 1,226,652 1,765,793 1,754,637 - 2,087,360 +19.0

Provision for Income Taxes ..., 422,789 517,014 681,304 657,910 © - 795,153 +20.9
Net INCome. ..o overiee e, 556,567 750,942 1,162,098 1,171,260 1,372,180 = +17.2
ROE .o e ©7.8% 10.4% 15.2% 13.6% 14.0% —

" Per Share Data {yen): - : ‘ .

* Net Income (Basic).............. ¥ 152.26 ¥ 21132 ¥ 34290 ¥ 35535 ¥ 421.76 +187
Cash Dividends ................... 28.00 36.00 45.00 65.00 90.00 +38.5
Shareholders’ Equity ........... 2,015.82 2,063.43 2,456.08 2,767.67 3,257.63° 177

Net Cash Provided by . ‘ o oo
_ Operating Activities........... ¥1,532,079  ¥1,940,088 © ¥ 2,186,734  ¥2370,940 ¥2,515,480 +6.1
Net Cash Used in ) ) .
Investing Activities .............. (1 810, 230) (2,001,448) (2,216,495) (3,061,196)  {3,375,500) +10.3
Net Cash Provided by " E : : - . .
Financing Activities’ .392,148 37,675 242,223 419,384 - 876,911  +1091
R&D Expenses............ 589,306 - 668,404 682,279 . 755,147 812,648 +7.6
Capital Expenditures for : ' -

Property, Plant and ) . ‘ . ) e
Equipment™ ......ccoooinrienn, 940,547 1,005,931 945,803 1,068,287 1,523,459 +42.6

. Depreciation ....oooeviniiiniinn : 809,841 870,636 - 969,904 997,713 1,211,178 +21.4

At Year-End: o . . ‘ : :
Sharehalders’ Equity .............. ¥ 7,264,112 ¥ 7,121,000 ¥ 8,178,567 ¥ 9,044,950 ¥10,560,449 . +16.8
Total Assets ..cooovvvvriervinennn. oo 19,305,730 20,152,974 22,040,228 24,335,011 28,731,595 +18.1

_Long-Term Debt............co... o 3,722,706 M 4,137,528 4,247,266 © 5,014,925, 5,640,490 ~ +125

Cash and Cash Equivalents...... 1,657,160 1,592,028 1,729,776 1,483,753 1,569,387 - +58 -,
Equity Ratio ..o 37.6% 35.3% 37.1% 372% | 36.8% T

Stock Information {March 31): - . : ) :

Stoek Price (yen) ... ¥3,650 ¥2,635 - ¥3,880 ¥3,990 . ¥6,430 +61.2
Market Capitalization............. ¥13,332,491 ¥9,512,343  ¥14,006,790  ¥i4,403,890 -¥23,212,284 +61.2
Number of Shares Issued........ 3,649,997,492 3,609,997,492 3,609,997,2492 3,609,997,492 3,609,997,492 .  —

Other Data

‘Exchange Rate (yen/dollar) .....

¥133.25

¥120.20-

¥117.47

'.Ex(ludﬁ_\g vehicles and equipment on operating leases’

’

"¥105.69

.

¥107.39




Consolidated Segment Information

Toycta Motor Corporation
Fiscal years ended March 31
i

| Yen in millicns ;Y% change
' 2004 2005 2006 2005 vs 2006
By Busineés Operations: '

Revenues: ' . - :

Automotive.................... OO SRRSO ¥15,973,826 ¥17,113,535  ¥19,338,144 +13.0
Financial Semvices........coiiiic 736,852 781,261 996,909 +27.6
Al Other o et 896,244 1,030,320 1,190,291 +15.5
Intersegment Elimination................. et . {312,162) (373,590) {488,435) +30.7

Total Company................. ET T ORI PPPOPT ¥17,294,760. ¥18,551,526  ¥21,036,909 +13.4

Operating Income: ‘ ‘ :

. AULOMOHIVE ....vveevrrerrvrricrrinns SRR ¥1,518,954 ¥1,452,535  ¥1,694,045 © +16.6
FINANCIAl SEIVICES ....... oot reeee s oo 145,998 .200,853 155,817 -22.4
AlLOhEr ..o s rres 15,247 133,743 39,748 +17.8
Intersegment Elimination............c.o.cooovieiieeinne. R (13,309) {14,944} (11,268} -24.6

TotaI'Company .......................................................... ¥1,666,890 ¥1,672,187 ¥1,878,342 +12.3
By Region: .

Revenues (External Customers): . oo

Japan i : ¥ 7,167,704 ¥ 7,408,136 ¥ 7,735,109 +4.4
5,910,422 6,187,624 7,455,818 +20.5

2,018,969 , 2,305,450 2,574,014 +11.6

1,196,836 1,572,113 1,836,855 +16.8

1,000,829 1,078,203 - 1,435,113 +33.1

¥17,294,760 ¥18,551,526  ¥21,036,909 +13.4

Operating Income: .
JAPAN e ¥1,108,127 ¥ 987,242 ¥1,075,890 +9.0

" North America... 390,977 ' 447,559 495,638 +10.7°
Europe .............. 72,475 108,541 93,947 -13.4
ASIA i et et e s e e e 60,277 93,772 145,546 +55.2 '
Other REGIONS .......ooiiieiiiiei et 36,636 47,454 67,190 +41.6
Intersegment Elimination............... e N " {1,602) (12,381) 131 -101.1

TOUE] COMPANY.....vveoeeieeereeeseerereeereaseseeesseseaiaie ¥1,666,800 ¥1,672,187 ¥1,878,342 +12.3
o
! '
£
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Consolidated Quartefly Financial Summary . -

+ Teyota Moter Corporation
Fiscal years ended March 31

Yen in billions

" First Quarter Second Quarter Third Quarter Fourth Quarter
2005 2006 . 2005 2006 2005 2006 2005 2006

‘Net Revenues..........coceeveeeeennennnn. ¥4 5103 ¥4,981.7 ¥45153 ¥4,971.4 ¥4,6440 ¥5333.3 ¥4,881.9 ¥5,750.5
Operatihg Income.............. frmreenes 4486 - 405.1 .M76 4043 ' 4229 ' 4822 383.0 586.7
Income before Income Taxes, : o : .

Minority Interest and Equity in
-Earnings of Affiliated ) . ' = '

Companies ...........cccooeeiiinnnnne 470.4 421.8 442 8 434.1 447 1 639.9 3943 591.5

" NetIncome ...........iveeeiviiiiins 286.6 . 266.8 297.4 303.? 296.5 3975 © 290.7 4041 .

Segment Information by
Business Operations:

Revenues:
Automotive........cvnin,
Financial Services.......c..........
All Qther........ et s
Intersegment Elimtnation .....

Total Company.................

¥4,199.8 ¥4,620.6 ¥4,139.8 ¥4,523.9 ¥4,278.4 ¥4,900.0 ¥4,4955 ¥5,293.6

180.9 217.4 203.5 2446 - 1961 262.0 2007 2729
" 2057 - .234.4 261.1- 301.5 . 2433 289.9 320.2 © 3645

{76.1) (90.7) (89.1) (98.6) (73.8) (118.6) (1345) (180.5)
¥4,510.3

Operating Income;

¥4,981.7 ¥4,5153 ¥4,971.4 ¥4644.0 ¥5,333.3 ¥4,881.9 ¥5,7505.

' ¥366.8 ¥340.2 ¥545.4

Automotive.......... s _ ¥403.8 ¥353.0 ¥354.5 . ¥3555 ¥427.3
Financial Services.................. 46.2 39.7 . 565 43.8 . '58.7 46.8 394 25.5
AlLOther..... oo, 1.5 " 1.5 1.2 8.3 11.0 11.5 10.0 18.4
Intersegment Elimination ..... (2.9} {2.9) (3.1) (2.3) (2.3) . {3.4) {6.6) {2.6)
Total Company ................ ¥448.6  ¥405.1 ¥417.6  ¥404.3 ¥A22.9 -¥482.2 ¥383.0 ¥586.7
Segment Information by
Region: . '
Revenues: ) .
JAPAN .. s ¥ 28576 ¥2,992.0 ¥2923.0 ¥3,040.9 ¥30183 ¥3,375.8, ¥3,205.2 ¥3,702.8
North America ..o -1,626.1  1,835.7 1,563.6 1,791.6 1,595.7 = 2,027.0 1,588.0 2,033.6
Europe............ e, " 591.0 673.1 610.3 627.7 631.8 666.6 646.3 760.0
ASIA e 388.3 | S07.1 361.5 489.9 397.7 501.0 477.9 544.8
- Other Regions 2821 3634 300.4 396.7 298.2 416.4 3030 425.2
Intersegment Elimination ..... (1,234.8) (1,389.6) (1,243.5) (1,375.4) {(1,297.7) (1,653.5) (1,338.5) {1,715.9)
Total Company................ ¥4,510.3

Operating Income:

Other Regions
Intersegment Elimination ...

¥4,981.7 ¥45153 ¥4,971.4 ¥4644.0 ¥5,333.3 ¥4,881.9 ¥5750.5

¥259.3 ¥408.9

¥253.0 ¥188.4 ¥237.6 ¥1975 ¥237.3 | ¥281.1
129.8 137.8 , 114.9 130.7 127.8 127.8 "75.0 0 993
30.9 1 16.7 354 234 26.5 26.6 15.7 27.2
24.4 39.8 19.1 '35.6 25.1 | 38.6 252 315
13.3 17.0 14.1 19.2 84 14.7. 11.6 16.3
(2.8) 5.4 (3.5) (2.1) 2.2y (6.6} (3.8} -3.5

¥448.6 ¥417.6  ¥404.3' ¥482.2

¥405.1 ¥422.9 ¥383.0 ¥586.7

' Total COMPANY ..vecinnns




Management s Discussion and Analy5|s of Flnanual Condition

and Results of Operatlons

All finangial information discussed in this section is
derived from Toyota's consolidated financial statements
that appear etsewhere in this annual report on Form 20-F.
The financial statements have been prepared in conformi-
ty with accounting principles generally acc'epted in the
United States of America. ' '

Overview

The businé;é segments of Toyota include automotive opera-
tions, financial services operations and all other operations.
Automotive operations is Toyota’s most significant business

segment, accounting for 90% of Toyota's total revenues before ..
) * that met customer needs and

the elimination of intersegment revenues and 90% of 'Toyota's
total operating income before the elimination of intersegment
revenues and costs for the year ended March 31, 2006. The
operating income from automotive operations as a percentage
of total operatmg income mcreased by 4% compared with fiscal
2005 due to a decrease in operating income from the financial
services operattons Toyota's primary markets based on vehicle

unit sales for the year ended March 31, 2006 were: Japan -

{30%), North America {(32%), Europe {13%}, and Asia {11%).

Automotive Market Environment

The worldwide automotive market is highly competitive and
volatile. The demand for automobiles is affected by a number of
factors including social, political and general economic condi-
tions; introduction of new vehicles and technologies; .and costs
incurred by customers to purchase and operate vehicles, These
factors can cause consumer demand to vary substantially from

year to year in different geographic markets and for different

types of automobiles.

The following table sets-forth Toyota's consolidated vehicle
unit sales by geographlc market based on |ocat|cm of customers
for the past three fiscal years.

Thausands of units
~  Year ended March 31,
2004 2005 2006

JAPAM . covees oo 2,303 2,381 2,364
NOFh AMEAICA ... eoovevesoeeecrsnesicerne 2,103 2,271 2,556
EUIOPR v oo eenese e crerersaseessennene 898 979 1,023
Asia ... S57 833 880
Other, 858 944 1,151 1
OVRISEaS 101, vvorovvere e esesseseesesnessnnns 4,416 5027 5,610

TO v rrse e e 6,719 7,408 17,974

. During fiscal 2006, Toyota's

- Toyota's consolidated unit
sales in Japan increased during
- {Thousands of units)
fiscal 2005 as compared to fis- 8,000
cal 2004 despite a decline in
the overall domestic market.

Consolidated Vehicle Sales

consolidated unit sales in
Japan decreased slightly, but s
still remained near the same
high level as compared to fiscal
2005, reflecting the active
introduction of new products

FY *02 ‘03 '04 '05 '06

the strong sales efforts of

domestic dealers. In addition, overseas vehicle unit sales
increased in North _America; Europe, Asia“and Other due to
extensive pro'duct offerings that catered to regional needs dur:
ing fiscal 2005 and 2006. During fiscal 2006, vehicle unit sales
increased especially in North Amerjca. During fiscal 2005, vehi-
cle unit sales increased especially in Asia, due to the IMV series.
The IMV series consist of pickup trucks, multipurpose vehicles
and major vehicle components supplied to Southeast Asia,
Europe, Africa, Oceania, Central and South America and Middle

East from production bases in Thailand, Indonesia, South Africa -

and Argentina.

Toyota's share of total vehicle unit sales in each market is
influenced by the quality, price, design, performance, safety,
reliability, economy and utility of Toyota‘s vehicles compared
with those offered by other manufacturers. The {imely introduc-
tion of new ar redesugned vehicles is also an important factor in
sattsfymg customer demand. Toyota's ability to satisfy changing
customer preferences can- affect its revenues and earnings sig-
nificantly. '

The profutablhty of Toyota s automotive operations is affect-

‘ed by many factors. These factors include:

= vehicle unit sales volumes, .

= the mix of vehicle models and options sold,

* the level of parts and service sales,

. the levels of price discounts and other sales incentives and
marketing costs,

+ the cost of customer warranty claims and other customer
satisfaction actions,
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* the cost of research.and development and other fixed

costs '

* the abllity to control costs,

 the efficient use of production capacity, and

* changes in the value'of the Japanese yen and other-cur-

-rencies in which Toyota does business.

Changes in laws, requlations, policies and other govern-
mental actions can also materially impact the profitability of
Toyota's automotive operations. These laws, regulations and
policies include those attributed to environmental matters and

_vehide safety' fuel economy and emissions that can add signifi-

cantly to the cost of vehlcles The European Union has approved
a directive that reqmres manufacturers to be finandially respon-
sible for taking back end-of-life vehicles and to take measures to
ensure that adequate used vehicle disposal facilities are estab-
lished and those hazardous materials and recyclable parts
are removed from vehicies prior to scrapping. Please see
“_—Legislation Regardin‘g End-of-Life Vehicles” and “Information
on the Company—Business Overview—Governmental
Regulation, Environmental and Safety Standards”.in Toyota's
annual report on Form 20-F and note 23 to the consolidated
financial statements for a more detailed discussion of these

v

laws; regulations and policies.

Many governments also regulate local contem impose tar-’

iffs and other trade barrlers and enact price or exchange con-
trols that can limit an automaker 5 operations and can make the
repatriation of profits unpredictable. Changes in these laws,

regulations, policies and other governmental actions may affect

the production, licensing, distribution or sale of Toyota's prod-
ucts; cost of products or applicable tax rates. Toyota is currently
one of the.defendants in purported national class actions alleg-

. ing violations of the U.S. Sherman Antitrust Act. For a more -

detailed description of these proceedings, ‘see note 23 to the
consolldated financial statements. '

The worldwide automotive mdustry isina penod of global-
ization and consolidation, which may continue for the foresee-
able future, -and in general'the competitive environment in
which Toyota operates is likely to intensify.\ Toyota believes it has
the resources, strategies and technologies in place to compete
effectively in the industry as an independent company for the
foreseeable future.

1n September 2003, Toyota acquired an additional owner-
ship interest in P.T. Toyota'Motor Manufacturing Indonesia

"and leasing programs for cus- |50

. financing to its customers is an | ——— Q"

.offer financial services in mare
!

{"TMMIN"). As a result, Toyota's ownership interests in TMMIN

‘increased by 46.00% to 95.00% and Toyota’s consolidated

financial statements include the accounts of TMMIN from the
end of fiscal 2004. Prior to the acqmsmon of the additional
ownersh|p interest, TMMIN was accounted for using the eqwty-
method. TMMIN is primarily engaged in the manufacturing and
sale of Toyota vehicles and related parts. Fiscal 2005 was the
first full year that Toyota's consolidated financial statements

include the operating results of TMMIN. In October 2004,

Araco Corporation ("Araco”) spun off its automotive manufac-
turing business that was merged into Toyota Auto Body Co.,
Ltd. while the remaining operations of Araco were merged with
Takanichi Co., Ltd. ("Takanichi") and Toyoda Boshoku
Corporation to béecome Toyofa Boshoku Corporation {“Toyota
Boshoku"). As a result, Toycta's ownersh'ip interests in Toyota
Boshoku increased to 49.63% and Toyota Boshoku is accounted
for using the equity method from the latter half of fiscal 2005.
Prior to the merger, Araco and Takanichi were consolidated
subsidiaries of Toyota and included their financial results in
Toyota's consolidated financial statements. Toyota Boshoku is
primarily engaged in the development, manufacturing and sales
of automotive interior and filter parts.
A}

Financial Services Operations ‘
The worldwide automobile financial services mdustry is highly
competitive. The market for automabile financing has grown as
more consumers are financing their purchases, primarily in
Worth America and Europe. As competition increases, margins
on financing transactions may decrease and market share may
also decine as customers obtain financing for Toyota vehicles
from alternative sources. 7

~ Toyota’s financial sérvices . . .

Total Assets by Financial
operations mainly include loans Services Operations

(¥ Billion)

tomers and .dealers. Toyota | - C
believes that its ability to provide . . S
9,000 S
important value added service;
therefore, Toyota intends to con-
tinue to expand its network of
finance subsidiaries in order to 3,000

6,000

countries, . . ’ \
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Yen in millions

March 31,
. 2005 2006
Finance Receivables . .
Retail ..., e e e e et s e oo ¥ 4,716,961 ¥ 5,930,822
FIMANCE IBASES ......ocviareiteristtssrsassassssreiseememsemncesemcassasat o sses 1o samsesmeseecsssmese e reseeseec s nresenre seere b eEA SRS abE bbb bar s b e en + 756,732 741,280
VWHOIESEIE BT OLNET BRAMET IOANS ......ooovovoevovses v s sssesessssinssassssss s resms s s b e © 1,773,440 1,998,814
’ 7,247,133 8,670,916
Deferred origination costs . 65,189 . 92,798
UNEaINEd INEOME .....oveveeeer et soreseraonn e Cettett bt e sen et oot s te e bAna o ket e et emasasane et aab s anaes (233,417) (334,796)
Allowance for credit [osses.............coovivreens OO U SUTROr SURT ST (91,829) {101,383)
Total finante ECEIVADIES, NEL ..ot ee et e em e em e et 6,987,076 8,327,535
LSS — CUETENE POMION L.ovitiveseecereiersrraeseameemre e ses ettt s pane s sms 2 e s e s ems s e fer e ot b TSR e E TR aS e S TR TR s a R rre (3,010,135} {3,497,319)
Noncurrent finance receivables, Net..........ccooeeeeiviiieninns e e st ¥ 3,976,941 ¥ 4,830,216
Operating Leases b s
VENIEIES oo veeeeeesecrases s ST PR eeeeer e e sans e e rtases s ens ¥1,736,238 ¥ 2,503,064
Equipment.......... s et et PR, O RO OO 92,459 ° 102,362 -
R ‘ _ 1,828,697 2,605,426
Less — Accumulated depreoatlon‘\ (424 609) {579,896)
oot oerene e ¥ 1,404,088

¥ 2,025,530

vehicles and equipment on operating [eases, net ............cooooerecrienens

Toyota's coropetitors for retail financing and retail leasing
include commercial banks, credit unions, and other finance
companies., Meanwhile, commercial banks.and other captive
automobile finance companies also provide competition for
Toyota’s wholesale financing activities.

Toyota's financial assets increased during fiscal 2006 resulf— .

ing primarily from the continued expansion of its financial serv-
ices operations in North America.
The above table provides information regarding Toyota’s

r

finance receivables and aperating Ieases as of March 31, 2005
and 2006.

Toyota contlnues to onglnate Ieases 1o finance new Toyota
vehicles. These leasing activities are-subject to residual value risk.
Residual value risk could arise when the lessee of a vehicle does
not exercise the option to purc-hase the vehicle at the end of the
lease. The number of vehictes returned at the end of leases has
decreased m recent years. For example approx:mately 30% of

‘vehicles Ieased by Toyota Motor Credit Corporation, Toyota's

" financing subsidiary located in the United States, were returned
at the end. of the applicable lease periods during fiscal 2006,
which represents a continuing decrease in the return rates of

approximately 50% and 40% in fiscal 2004 and 2005, respec-_ -

tively, due 1o a narrowing spread between contractual residual
values and end of lease maiket values. To avoid a loss on a vehi-
cle returned to Toyota at the end of its lease, Toyota must resell

or re-lease the vehicle at or above the residual value of the vehi-
cle. If Toyota is unable to recover the residual value of the vehi-

_cle it will incur a loss at the end of the lease, which may offset

a portion of the earnings on the lease. To the extent that sales
incentives remain an integral part of sales promotions (reducing
new vehicle prices and cost of ownership), resale prices of used
vehiclés and, corfespondingly, the fair value of Toyota’s leased

vehicles could be subject to downward pressure. During fiscal.
2005 and 2006, losses have decreased mainly due to a decrease.
in the number of vehicles returned. See discussion in the Critical -

Accounting Estimates section regarding "Investment in
Operating Leases” and note 2 to the consolidated financial
statements regarding the allowance for residual values losses.
Toyota maintains an overall risk.management strategy to
mitigate its exposure to fluctuations in interest rates and curren-
cy_ex:change rates. Toyota enters into interest-rate swap agree-
ments and cross currency interest rate swap agreements to
convert its fixed-rate debt to variable-rate functional currency
debt. Toyota formally documents relationships between the
derivative instrument and the hedged item, as well as its risk-

~ management strategy for undertaking hedge transactions. If -

Toyota elects fair value hedge accounting, derivative instru-
ments are designated with spedific liabilities on Toyota's consoli-

dated balance sheet, and the fair value quarterly change

component of each derivative instrument and hedged item is
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included in the assessment of hedge effectiveness. Most interest
rate swap agreements are’executed as an integral part of specif-

ic debt transactions; achieving designated hedges. Toyota uses

cross currency interest rate swap agreements to entirely hedge
exposure to currency’ exchange rate fluctuations on principal
and/or interest payments and - to manage its exposure to interest
rate fluctuations. Certain derivativé instruments are entered into
to hedge interest rate risk from an economic perspective and
are not designated. to specific'assets or liabilities on Toyota's
consolidated balance sheet. Accordingly, unrealized gains or
losses related to derivatives that are not de5|gnated to specific

assets and I:abllmes on Toyota's consolidated balance sheet are

recognized currently in operations. As a result, earnings are
impacted by these non-designated derivatives. The impﬁ‘ac't of
recognizing these unrealized gains and losses attributed to non-
"designated dérivatives resulted in an increase, increase and
decrease in net income in fiscal 2004, 2005 and 2006, respec-
tively. 'I"oyo-ta does not use any derivative instruments for trad-
ing purposes. See discussion in the Critical Accounting
‘Estimates section regarding "Derivatives and Other Contracts at
Fair Value”, and further discussion in the Market Risk
_ Disclosures section.

In addition, aggregated funding costs can affect the prof-
itability of Toyota's financial services operations. Funding costs
are affected by a number of factors, some of which are not in
Toyota's-control. These factors include general economic condi-
_ tions, prevailing interest rates and Toyota's financial strength.
Funding costs increased during fi scal 2005 and 2006 as a result
of hlgher interest rates and an mcrease in b0rr0wmgs prlmanly
in the United States.

Toyota launched “its credit card business-in Japan at the
beginning of fiscal 2002. As of March 31, 2005, Toyota had
4.7 million cardholders, an increase of 0.5 million cardholders
compared with March 31, 2004, and as of March 31, 2006,

Toyota had 5.4 million cardholders, an increase of 0.7 million.

cardholders compared with March 31, 2005. Corresponding
to the i increase in cardholders the credit’ card recéivables at
March 31 2005 increased by ¥27.0 billion from March 31,

2004 to ¥144.2 billion. The credit card receivables at March
31, 2006 increased by ¥27.0 billion from March 31 2005 to
¥171.2 billion.

_Other Business Operatiohs

Toyota's other business operations consist of housing, including
the manufacture and sale of prefabricated homes; information
technology related businesses, including information technolo-
gy and telecommumcanons intelligent transport systems
GAZOQ; marine, biotechnology and afforestation.

Toyota does not expect its ather business operations
to materially contnbute to Toyota 5 consohdated results of
operatlons

* Currency Fluctuations
“Toyota is sensitive to fluctuations in foreign currency exchange

rates. tn addition to the Japanese yen, Toyota is principally

exposed to fluctuations in the value of the U.S.-dollar and the .

euro and, to a lesser extent, the British pound and the
Australian dollar.” Toyota's consolidated financial statements,
which are presented in Japanese yen, are affected by foreign

- currency exchange fluctuations through both translation risk

and transaction risk. Changes in foreign currency exchange
rates may positively or negatively affect Toyota’s revenues, oper-

.ating costs and expenses, gross margins, operating income, net

income and retained earnings.

Translation risk is_the risk that Toyota's consolldated finan-
cial statements for a particular period or for a pamcular date
will be affected by changes in the prevailing exchange rates of

_ the currencies in those countries in which Toyota does business

compared with the Japanese yen. Even though the fluctuations
of &urrency exchange rates to the Japanese yen can be substan-
tial, and, therefare, significantly impact comparisons with prior
pertods and amongst the various geographic markets, the trans-
lation effect is a reporting consideration and does not reflect
Toyota's underlying results of operatlons Toyota deoes not
hedge against translation risk. - -
Transaction risk is the risk that the currenéy strdcture of
Toyota's costs and liabilities will deviate from the currency struc-

ture of sales proceeds and assets. Transaction risk relates prima-,
rily 10 sales proceeds from Toyota's non-domestic operatlons

from vehicles produced in Japan,
Toyota believes that the location of its production facilities
in different parts of the world has significantly reduced the level

‘of transaction risk. As part of its globalization strategy, Toyota

has continuéd to localize production by constructing produc-
tion facilities in the major markets in which it sells its vehicles,

]
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In calendar 2004 and 2005, Toyota produced 62.9% and
62.0% of Toyota’s non-domestic sales outside Japan, respectively,
In North America, 63.7% and 61.1% of vehicles sold in calendar

2004 and 2005 were produced locally, respectlvely In Europe;

56 7% andr59 6% of vehicles sold in calendar 2004 and 2005
were produced locally, respectwely. Localizing preduction
enables Toyota to purchase many of the supplies and resources
used in the ‘production process, which aliows for a better match
of local currency revenues with local currency expenses.

Toyota also enters into foreign currency transactions and
other hedgmg instruments to address a portion.of its transac-
tion risk. This has reduced, but not eliminated, the effects of

foreign currency exchange rate fluctuations, which in some |
. years can be significant. See notes 20 and 21 to the consolidat-

ed financial statements for additional information regarding the
extent of Tbyota's use of .derivative financial instruments to
hedge foreign currency exchange rate risks.

Generall'y, a weakening of the Japanese yen against other
currencies has a positive effect on Toyota's revenues, operating
income and net income. A strengithening of the Japanese yen
against other currencies has the opposite effect. The Japanese
yeri has on average been stronger against the US. dollar during

fiscal 2005.and weaker against the U.S. dollar during fiscal
-2006. At tHg end of fiscal 2005 and 20086, the Japanese yen

was weaker against the U.S. dollar in comparison to the end of
the prior fiscal year. As compared to the euro, the Japanese yen

has on averége been weaker during fiscal 2005 and 2006. At _
- the end of fiscal 2005 and 2006, the Japanese yen was weaker

against the euro compared to the end of the prior fiscal year.
See Ifurther'discussion in the Market Risk Disclosures section
regarding “Foreign Currency Exchamje Rate Risk"”.

During fiscal 2005 and 2008, the average value of the yen
fluctuated abainst the major currencies including the U.S. dollar
and euro co[:hpared with the average value of the previous fiscal
year, respectively, as notad above. The operating results exclud-
ing the impé’ct of currency fluctuations described in the “Results
of Operations—Fiscal 2006 Compared with Fiscal 2005 and
the “Results:of Operations—Fiscal 2005 Compared with Fiscal
2004" show results of net revenues obtained by applying the
yen's éverade exchange rate in the previous fiscal year to the
local currency-denominated net revenues for fiscal 2005 and
2006, respectively, as if the value of the yen had remained con-
stant for the comparable periods. Results exctudin_ﬁ] the impact

.

of currency fluctuations year-on-year are not on the same basis’

as Toyota s consohdated financial statements and do not con-
form with U. 5 GAAP. Furthermare, Toyota does not’ believe

_that these rneasures are a substitute for U.S, GAAP measures,

However, Toyota believes that such results excludmg the impact
of currency fluctuations year-on-year provide additional useful
informatign to investors regarding the operating performance
on a local currency basis.

_ Seg mentation

Toyota's most significant "business segment is its automaotive

- _operations. Toyota carries out its automotive _operétions as a

global competitor in the worldwide automotive market.
Management allocates resc;urces 10, and assesses the perform-
ance of, its automotive operations as a single business segment
on a worldwide basis. Toyota does not manage any subset of its
éutomotive operations, such as domestic or overseas operations
or parts, as separate.management units. ’

The management of the automotive operations is allgned

on a functional basis with managers having oversight responsi- -

bility for the major operating functions within the segment.
Management assesses financial and non-financial data such as

‘units of sale, units of production, market share information,
"vehicle model plans and plant location costs to allocate

resources within the automative operations.

Geographic Breakdown

Revenues by Market

The following table sets forth
Toyoté’s net revenues in each
géographic market based on the -
country location of the parent
company or the subsidiary that
transacted the sale with ‘the

external customer for the past
. N !
three fiscal years. M japan MNorth America il Europe

" SAsia WA Qther Markets

. ‘

Yen in fillions

For the year ended March 31,
- 2004 2005 2006
Ja[.ﬂan ................................... ¥7.167,704 ¥7,408,136 ¥7,735,109
North America.......c.ccceeenee 5,910.422 6,187,624 7,455,818
EUMOPE...cesvevreseeniesrieners 2,018,969 2,305,450 2,574,014
ASIE L. 1,196,836 1,572,113 1,B36,855

Other i, 1,000,829 1,078,203 1,435,113
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Toyota had net revenues for fiscal

Results of Operations—Fiscal 2006 Compared
with Fiscal 2005

Net Revenues
Net Revenues
2006 of ¥21,036.9 billion, an
increase of ¥2,485.4 billion, or
13.4%, compared with the prior
year. This increase principally
reflects the impact of increased
vehicle unit sales, increased parts
sales, increased financings and the
favorable impact of {luctuations in
foreign currency translation rates
during fiscal 2006. Eliminating the
difference in the yen value used
for translation purposes, net rev-

(¥ Sillion)
24,000

18,000

FY ‘02 '03 '04 "05 06

enues'would have been approxi-
mately ¥20,405.1 billion during fiscal 2006, a 10.0% increase
compared with the prior year. Toyota's net revenues include net

Tevenues from sales of products that increased during fiscal

2006 by 12.8% from the prior year to ¥20,059.5 billion and net
revenues from financing operations that increased 28.5% in fis-
cal 2006 compared with the prior year to ¥977.4 billion.
Eliminating the difference in the yen value used for translation
purposes, net revenues from sales of products would have been
approximately ¥19,472.4 billion, a 9.5% increase, while net rev-
enues from financing operations would have increased approxi-
mately 22.6% during fiscal 2006 compared to the prior year to
¥932.7 billion. Geographically, net revenues for fiscal 2006
increased by 4.4% in Jap:an, 20.5% in North Arnericga, 11.6% in
Europe, 16.8% in Asia and 33.1% in Other compared wit'h the

prior year. Eliminating the difference in the yen value used for .

translation purposes, ‘net revenues in fiscal 2006 would have
increased by 4.4% in Japan, 14.2% in North America, 9.2% in

‘Europe, 11.1% in Asia and 24.4% in Other compared with the

prior year.
The following is a discussion of net revenues for each

- of Toyota's business segments. The net revenue amounts -
discussed are amounts before the elimination of intersegment .

fevenues. -

" Automotive Operations Segment

Net revenues from Toyota's automotive operations éegme:nt,
which constitute the largest percentage of Toyota's net rev-
enues, increased in fiscal 2006 by ¥2,224.6 billion, or 13.0%

"compared with the prior year to ¥19,338.1 billion. The increase

resulted primarily from the approximate ¥1,200.0 billion impact
attributed to the vehicle unit sales growth partially offset by

changes in sales mix and the approximate ¥585.9 billion impact

of fluctuations in foreign currency translation rates during fiscal
2006 and the impact of increaséd parts sales. Eliminating the
difference in the yen value used for translation purposes, auto-
motive operations segment net revenues would. have been
approximately ¥18,752.2 billion in fiscal 2006, a 9.6% increase

compared to the prior y_ear.'ln fiscat 2006, net revenues in’

lapan were favorably impacted primarily by vehicle unit sales
growth.in the export markets, which was partially offset by
changes in sales mix compared to fiscal 2005. Net revenues in
North America were favorably impacted by vehicle unit sales
growth and fluctuations in foreign currency translation rates
during fiscal 2006. Net revenues inlEurope were favarably
impacted primarity by vehicle unit sales growth and fluctuations

©in foreign currency-translaiion rates during fiscal 2006. Net

revenues in Asia were favorably impacted primarily by vehicle
unit sales growth that includes sales both to Asia and outside of
Asia due to the IMV series and the favorable impact of fluctua-
tions in foreign currency translation rates during'fiscal 2006.
Net revenues in Other were favorably impacted primarily by
vehicle unit sales growth due to the IMV series. o

Financial Services Operations Segment :
Net revenues in fiscal 2006 for Toyota's financial services opera-

tions increased by ¥215.7 billion or 27.6% compared to the
prior year to ¥996.9 billion. This increase resulted primarily from -

the impact of a higher volume of financings mainly in North
America and the favorable impact of fluctuations in foreign cur-
rency translation rates during fiscal 2006. Eliminating the differ-

ence in the yen value used for translation purposes, financial -
services operations net revenues would have been approximate-

ly ¥952.0 t?illion during fiscal 2006, a 21.9% increase cémpared '

with the prior year.

All Other Operations Segment
Net revenues for Toyota's other businesses increased by ¥160.0

“illion, or 15.5%, to ¥1,190.3 billion during fiscal 2006



compared with the prior year.: This increase primarily relates to
increased sales attributed to the housing business and the
expansion of ihtelljgent transport systems operations.

Operating Costs and Expenses

Operating costs and expenses increased by ¥2,279.3 billion, or _

13.5%, to ¥19,158.6 billion during fiscal 2006 compared with
the prior year. The increase resulted primarily from the approxi-
mate ¥1,000.0 biflion impact on costs of products attributed to
vehicle unit sa!es growth partially offset b;} changes in sales mix,
a ¥587.2 billion impact of fluctuations in foreign currency trans-
lation rates, a ¥57.5 billion increase in research and develop-

ment expenség, a ¥47.2 billion decrease in riet gain on the'

transfer to the government of the substitutional portion of cer-

tain employee’ pensio.n. funds in Japan, increased expenses in

expanding business operations and increased costs related to
the corresponding increase in parts sales, These increases were
partially offset by the approximate ¥130.0 billion impact attrib-
uted to the net impact of cost reduction efforts including rise in
prices of production materials and parts in fiscal 2006.

In 2001, the Corporate.Defined Benefit Pension Plan Law
- was enacted and allowed a company to transfer the substitu-
tional portion 5f the obligation to the government. The parent
company and certain subsidiaries in Japan applied for an
" exemption from the payment of benefits related to future
" employee services with respect to the substitutional portion of
their emplo'yee:pension funds and obtained approval from the

Minister of Health, Labour and Welfare. These companies also_

applied for approval for the separation of the benefit obliga-
tions of the substitutional portion which relates to past employ-
ee services. After approval was obtaineq, several subsidiaries in
Japan completed the tran.sflers of the government-specified por:
tion of plan assets relating to the substitutional portion in fiscal
2005. The gaiﬁs and losses relating to these transfers were

treated in accordance with the Emerging Issues Task Force
{"EITF") No. 03-02, Accounting for the Transfer to the Japanese
Govemmenr of, the Substitutional Portion of Employee Pension
Fund Liabilities. :

In connection with these transfers for fiscal 2005, settle-
ment [6sses relating to the transfer of the substitutionat portion
was ¥74.3 billion and was reflected in cost of products sold
(¥65.9 billion) and selling, general and administrative expenses

{¥8.4 billian). in‘addition, the government subsidy representlng'

.increased by ¥1,835.1 billion,
or 12.7%, to ¥16,335.3 billion

'(befare the elimination of inter-

increase of ¥1,790.5, billion, or

“ the difference between the benefit obligations of the substitu-

tional portion and the government-specified portion of plan
assets of ¥121.5 billion for fiscal 2005 which was transferred to
the government, reduced selling, general and administrative
expenses. The net impact of this item was a reduction of oper-
ating expenses by ¥47.2 billion during fiscal 2005. See note 19
to the consolidated financtal statements.

" Continued cost reduction efforts reduced operatlng costs ~

and expenses in fiscal 2006 by approximately ¥130.0 billion,
partially offset by increases in the prices of steel, precious met-*
als, non-ferrous alloys (e.g., aluminum), plastic parts and other
prodiction materials‘and parts, over what would have other-

wise been incurred. These cost reduction efforts relate to ongo- -

ing value engineering and value analysis activities, the use of
common parts that result in a reduction of part types and other
manufacturing initiatives designed to reduce the costs of vehicle
production.”

‘Cost of products soid .

Cost of Products Sold

(¥ Billion) . {%)
20,000 120-

duing fiscal 2006 compared with
the prior year. This increase .

segment amounts) reflects an

12.9%,.for the automotive opera-.
tions and an increase of ¥142.2
biltion, or 16.3%, for the all other -
operations segment. -The increase
in cost of products sold for auto-
motive operations is primarily
attributed to the increased vehiclé - ,

unit sales partially offset by changes in sales mix, the impact of
increased parts sales and the impact of the increase in research,
development expenses and the impact of fluctuations in foreign
currency translation rates during fiscal 2006, which were par-

FY '02 '03 "04 '05 "06
- % af s;!es of products (Right scale)

tially offset by the impact of continued cost reduction efforts,

,the impact of decrease in the settlement losses refating to the

transfer to the government of the substitutional portion. The
increase in cost of products sold for all other operations primari-
ly related to the-increase in net revenues. .

Cost of finandng operations increased by ¥239.9 billion, or
64.8%, 10 ¥609.7 billion during fiscal 2006 compared with the
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I 7.6%, to ¥812.6 billion during‘

pr|or year. The'increase resulted primarily from the impact of
increased interest expenses caused primarily by higher mterest
rates and an increase in borrowings attributed to busmess

expansion in the United States ‘and the impact of unrealized '

losses on derivative financial instruments that are not
designated as hedges and are marked-to-markét at the end of
each pericd. ~ .

Selling, ge‘neral and administrative expenses increased by
¥204.4 hillion, or 10.2%, to ¥2,213.6 billion during fiscal 2006
compared with the prior year. This increase (before the elimina-
tion of intersegment amounts) reflects an increase of ¥192.6
billion, or 10.6%, for the automaotive operations, an increase of
¥23.2 hillion, or 11.4%, for the financial services operations and
an increase of ¥11.8 billion, or 9.6%, for all other operations
segment. The increase for the automotive operations consisted

‘primarily of the impact from the reduction of gains attributed to

v ! 1 ..
the transfer of the substitutional portion of certain employee
pension funds to the gavernment, the impact of increased
expenses in expanding business operations and the impact of

fluctuations in foreign currency translation rqies. The increase -

for the financial services operations is primarily attributed to
irinpact of increased expenses and the impact of fluctuations in
foreign currency translation rates.

Research and developmént
expenses {included in cost of

R&D Expenses
i

{¥ Billion) %)

“products sales and selling, gener- | g00 i
-al and. adrninistrative expenses) '

fncreased by ¥57.5 billion, or

fiscal 2006 compared with the
prior year. This incréase primarity
relates to expenditures attributed
to thé development of environ-
mentally conscious technologies
including hybrid and fuel cell
battery technology, aggressive FY ‘02 ‘03 '04 '05 ‘06

developments in advanced tech- == % of sales of products [Right scale}

nologies relating to collision - . .
safety and vehicle stabitity controls and the impact of expanding
new models to promote Toyota's strength in a global market to
further build up competitive strength in future.

" vehicle unit sales growth partial-

Operating Income
Toyota’'s operating income

Operating Income o

(¥ Billion) %)
increased by ¥206.2 billion, or | 2,000 12
12.3%, to ¥1,878.3 bilion dur- -|
ing fiscal 2006 compared with

the prior year. Operating income |
was favorably affected by the

ly offset by changes in sales mix,
the impact of increased parts
sales, continued cost reduction

efforts, improvements in all

FY ‘02 '03 '04 ‘05 ‘06
= % of net revenues (Right scale)

other operations and the favor-

able impact of fluctuations in

foreugn currency translation '
rates. These increases were pamally offset by a reduction in the
net gains on the transfer to the government of the substitution-
al portion of ‘certain employee pension funds, increases in
research and development expenses, the impact of busine;;s
expansion and the decreased incorne in financial services opera-

ions. As a result, operating income decreased to 8.9% as a per-

centagé of net revenues for fiscal 2006 compared to 9.0% in
the prior yea.r.

During fiscal 2006, operating income (before the elimina-
tion of intersegment profits) by significant geographies resulted
in increases of ¥88.7 billion, or 9.0%, in Japan and ¥48.1 bil-

“lion, or 10.7%, in North America, a decrease of ¥14.6 billion, or

13.4% in Europe, an increase of ¥51.7 billion, or 55.2%, in Asia

" and ¥19.8 billion, or 41.6% in Other compared with the prior

year. The increase in Japan relates primarily to the vehicle unit
sales growth in the expdn markets partially offset by changes in
sales mix, continued cost reduction efforts and the favorable
impact of fluctuations in foreign currency transtation rates. The '
increase was partially offset by the impact of a decrease in the
net gains ¢n the transfer to the government of the substi'tution-,
al portion of certain \employee pension funds and increases in
research and development expenses. The-increase in Morth
America relates primarily to the increase in production volume
and vehidle unit sales, the impact of cost reduction efforts in the
manufacturing operations and the favorable impact of fluctua-

- tions in foreign currency translation rates. The decrease in the

Europe relates mainly to increases in expenses attributed to -

_expansion of operations, despite of the impact of cost reduction -




-
efforts in the manufacturing operations, an increase in produc-
tion volume and vehicle unit sales and the favorable impact of
fluctuations in"foreign currency translation rates. The increase in
Asia relates primarily to the increase in production volume and
vehicle unit sales due to the IMV series. The increase in Other

relates primariiy to the impact of the increase in production vol--

ume and vehlcle unit sales mainly attributed to the IMV series.
The foIIowmg is a discussion of operating income for each

of Toyota's business segments. The operating income amounts

discussed are before the eIirhination of intersegment profits.

Automotive Operauons Segment

Operatlng income from Toyota s autornotlve operations
increased by ¥241.5 billien, or 16 6%, to ¥1,694.0 billion dur-
ing fiscal 2006 compared with the prior year. This increase is
primarily attributed to the increase in vehicle unit sales, the
increase in parts sales and the impact of continued cost reduc-

tion efforts arid the favorable impact of fluctuations in foreign\

. currency translation rates. This increase was partially offset by a
reduction in the net gains on the transfer to the government of
the substitutional portion of certain employee pension funds,
the increase in research and development expenses and the
increase in expenses corresponding to business expansion.
Financiat Services Operations Segment !

Operating income from Toyota's financial services operations
decrea;ed by ¥45.0 hillion, or 22.4%, to ¥155.8 biIIi_or_'n during
" fiscal 2006 compared with the prior year. This decrease was pri-
marily due to-the impact of unrealized losses on derivative

financial instruments such as interest rate swap and the impact -

of adjustments made by a sales financing subsidiary in fiscal
. 2005 for the correction of errors relating to prior periods {see
note 24 to the consolidated financial 'stqtémentsf, despite of the
increase in the finance receivables asset base and the favorable
impact of fli.lctua'tion_si in foreign currency translation rates.

All Other Dperat'ions Segment

Operating incor:ne from Foyota's‘other businesses increased by
¥6.0 billion, or'17.8%, to ¥39.7 billion during fiscal 2006 com-
pared with the prior year. This increase primarily relates to
|ncrea5ed productlon volume and sales attributed to the hous-
|ng business and the expansmn of intelligent transport systems
operations. ’ )

Other Income and Expenses

Interest and dividend income increased by ¥26.5 hillion, or

39.2%, to ¥94.0 billion _during’ fiscal 2006 compared with the

prior year mainly due to an increase in investment securities
held by the United States subsidiaries. _ :

Interest expense increased by ¥2.7 billion, or 14.0%, to
¥21.6 billion during fiscal 2006 compared with the prior year
due to an increasé in borrowings in the automotive operations
segment.

Forelgn exchange galns net decreased by ¥10.6 billion, or
49.6%, to ¥10.8 billion durlng fiscal 2006 compared with the
prior year. Foreign exchange gains and losses include the difer-
ences between the value of foreign currency denominated sales

“translated at prevailing exchange rates and the value -of the

sales amounts settled during the year, including those settled
using forward foreign‘.currency exchange contracts.
Other.income, net increased by ¥113.4 billion, or 10.1
times, to ¥125.8 biltion during fiscal 2006. This increase prima-
rily relates to the gain of ¥1433 billien yen for a nonmonetary
exchangeé of marketable equity securities. The gain was calculat-
ed in accordance with EITF No. 91-5 “Nonmonetary Exchange
of Cost-Method Investments”, which was determined as the dif—

ference between acquisition costs of pre-merger UFJ Holdings,

Inc. shares that Toyota had held.and the fair market value of
post-merger Mitsubishi UFJ_ Financial Group, Inc. shares that
Toyota received in exchange for shares of UF) Holdings, Inc. fol-

- lowing the merger between Mitsubishi Tokyo Financial Group,

tnc. and UF) Holdings, 'Inc.l

Income Taxes

The provision for income taxes increased ¥137.2 hillion, or’

20.9%, to ¥795.1 billion during fiscal 2006 compafed with the
prior year primarily due to the increase in income before income
taxes. The effective tax rate for fiscal 2006 was relatively
unchanged compared to the rate for fiscal 2005.

“Minority Interest in Consolidated Subsidiaries and

Equity in Earnings of Affiliated Companies
Minonty interest |n consolidated subsidiaries increased by ¥19.5

" billion, or 30.0%, to ¥84.4 billion during fiscal 2006 compared

with the prior-year. This increase was mainly due to favorable
operating results at consolidated subsidiaries and a gain calcu-
lated in accordance with EITF 91-5 from the nonmonetary

-

69




70

. by ¥200.9 billion, or 17.2%,

4

exchange of marketable equity investments related shares of
UF) Holdings, Inc. held by a domestic consolidated sub5|d|ary

prior to the merger W|th Mitsubishi Tokyo Financial Group, Inc. :

resulting in the recelpt of new shares in the post-merger entity.
Equity in earnings of affiliated compames during fiscal 2006

- increased by ¥24.9 billion, or 17.8%, to ¥164.3 billion com-

pared .with the prior year due to an increase in net.income
attributable to favorable operations at the affiliated companies.
- 1 .

Net Income '
Toyota’s net income increased | Net Income and ROE

(VB\IIi(;n}
to ¥1,372.1 billion during fiscal | 1600 - 0
2006 compared with the '

priar year.

Other Comprehensive
Income and Loss

Other comprehensive income |,
increased by ¥394.0 billion, or |49
4.2 times, to ¥517.9 billion for
fiscal 2006 compared with the |
prior year. This incnl'ease resulted

FY ‘02 '03 '4 ‘05 ‘06
== ROE (Right scale)

\

primarily from an increase in
unrealized -holding gains on
securltles during fiscal 2006 of ¥244.6 billion compared with
unreallzed holding gains of ¥38.4 billion in the prior year

reflecting the improvement in the Japanese stock market and

foreign currency translation adjustment gains of ¥268.4 billion
in fiscal 2006 compared with gains of ¥75.7 billion in the prior
year. These increases in ather comprehensive income were par-
tially offset by the lower gain adjustment in the minimum pen-

" sion liability component during fiscal 2006 of ¥4.9 billion

compared to a ¥9.8 billion gain adjustment in the prior year.

T

Results of Operations—Fiscal 2005 Compared
with Fiscal 2004 ‘

Net Revenues

. Toyota had net revenues for fiscal 2005 of ¥18,551.5 b||||on an

increase of ¥1,256.8 billion, or 7.3%, compared with the prior
year-. This increase principally reflects the impact of increased
vehicie unit sales, increased parts and service sales and
increased financings. These increases were partially offset by the

A

impact of fluctuations in foreign currency translation rates par-
ticularly against the U.5. dollar. Eliminating the difference in'the

yen value used for translation purposes, net revenues would

have been apprommately ¥18,846.1 billion during fiscal 2005, a

' 9 0% increase compared with the prior year. Toyota s net

revenues include net revenues from sales of products that
increased during fiscal 2005 by 7.3% from the prior year to
¥17,790.8 billion and net revenues from financing operations
that increased 6.1% in fiscal 2005 compared with the prior year
to ¥760.7 billion. Eliminating the difference in the yen value
used for translation purposes, net revenues from sales of prod-
ucts would have been approximately ¥18,062.8 billion, a 9.0%

* increase, while net revenues from financing operations would
have increased approximately 9.3% during fiscal 2005 com-
pared to the prior year to ¥783.3 billion. Geographically, net ]

revenues for fiscal 2005 increased by 3.4% in Japan, 4.7% in
North America, 14.2% in Europe, 31.4% in Asia and 7.7%’in
Other compared with thé prior year. Eliminating the difference
in the yen value used for translation purposes, net revenues in
fiscal 2005 would have increased by 3.4% in Japan, 10.0% in
North America, 12.2% in Europe 34.9% in Asia and 5.5% in
Other compared with the prior year >

The 'following is a discussion of net revenules for each of
Toyota's business segments. The net revenue amounts
discussed are amounts before the elimination of intersegment
revenues,

Autor’notive Operations Segment
Net revenues from Toyota's automotive operations -segment,
which constitute the largest percentage of Toyota's net rev-

enues, increased in fiscal 2005 by ¥1,139.7 billion, or 7.1% -

compared with the prior year to ¥17,1 13.5 billion, The increase

* resulted primarily from the approximate ¥1,_300.0'bi|||'0n impact

attributed to vehicle unit sales growth partially offset by
changes in sales mix and the impact of increased parts and serv-
ice sales. These overall increases were partially offset by unfavor-
able currency fluctuations totaling ¥270.0 bilfion. Eliminating
the difference in the'yen value used for translation purposes,
automotive operations segment net revenues would have been
apprommately ¥17,383. 5 billion in fiscal 2005, an 8. 8%
increase compared to the prior year. In fiscal 2005, net revenues
in Japan were favorably impacted primarily attributed to vehicle
unit sales growth in both the domestic and export markets,

.-




which was partially offset by changes in sales mix compared to
fiscal 2004. Net revenues in North America were favorably
impacted by vehicle unit sales growth, but were partially offset
by the impact.of fluctuations in foreign currency translation
rates dunng fiscal 2005. Net revenues in Europe were favorably
impacted pnmarlly by vehicle unit sales growth and fluctuations
in foreign currency translation rates during fiscal 2005. Net rev-
enues in 'Aéia were favo;'abiy impacted, primarily attributed .to
vehicle unit sales growth that includes sales both to Asia and
outside of Asia due to the IMV series, which was launched in
fiscal 2004. Net revenues in Other were favorably impacted pri-
* marily by vehicle unit sales growth due to the IMV series.

o
.Financial Services Operations Segment

Net revenues in fiscal 2005 for Toyota's financial services opera-
“tions increased by ¥44.3 hillion or 6.0% compared to the prior
.year to ¥78%.2 billion. This increase resulted primarily from the
impact of a higher volume of financings and the impact of
adjustments made by a sales financing subsidiary in the United
States for the correction of errors relating to prior periods (see

"note 24 to the consolidated financial statements), but was par-

" tially offset by the unfavorable impact of fluctuatians in foreign
currency translation rates during fiscal 2005. Eliminating the dif-

ference in the yen value used for translation purposes, financial-

services ope\rations net revenues would have been approximate-
ly ¥803.7 billion during fiscal 2005, a 9.1% increase compared
with the pr'ior year. ‘

NL.o v
All Other Operatlons Segment
Net revenues for Toyota’s other businesses |ncreased by ¥134.1

billion, or 15.0%, to ¥1,030.3 hillion during fiscal 2005 com-
pared with - the prior year. This increase primarily relates to .

increased sales attributed to the housmg business.

Operatmg Costs and Expenses

Operating costs and expenses increased by ¥1,251.5 b||||on or
8.0%, to ¥16,879.3 billion during fiscal 2005 compared with
the prior yeér. The increase resulted primarily from the approxi-
mate ¥1,100.0 billion impact on costs of products attributed to
vehicle unit sales gfowth partially offset by changes in sales mix,
a ¥72.9 billion increase in research and developrr‘lent expenses,
' a ¥59.8 billion decrease in net gains relating to the transfer to
the government of the substitutional portion of certain employee

pension -funds in Japan, increased expenses in expanding busi-
ness operations and-increased costs related to the correspon- |

" ding increase in*parts and service sales. These increases were )

partially offset by approximately ¥160.0 billion of cost reduction
efforts in fiscal 2005.

In 2001, the Corporate Defined Benefit Pension PIan.Law
was enacted and the parent company and certain subsidiaries in
Japan completed the transfers of the government-specified por-
tion of plan assets relating to the substitutional portion in fiscal
2004. Several additional subsidiaries in Japan also completed
the transfers of the gavernment-specified portion of plan assets
in fiscal 2005, ' '

In connection with these ‘transfers, for fiscal 2004 and
2005, settlement losses relating to the transfer of the substitu-
tional portion was ¥213.9 billion and ¥74.3 billion, respectively
and is reflected in cost of Broducts sold (¥190.1 billion and
¥65.9 billion, respectively) and selling, ge'neral and administra-
tive expenses (¥23.8 billion and ¥8.4 billion, respectively). In
addition, the government subsidy representing the difference
between the benefit obligations of the substitutional portion
and the government-specified portion of pla'n assets of ¥320.9
Billion for fiscal 2004 and ¥121.5 billion for fiscat 2005, respec-
tively, which were both transferred to the government, reduced
selling, general and administrative expenses. The net impact of
these items was a reduction of opérating expenses by ¥47.2 bil-
lion during fiscal 2005, which increased by ¥59.8-billion com-
pared to a reduction of operating expenses by ¥107.0 billion
during fiscal 2004." See note 19 to the consolidated financial
statements.

.Continued cost reductlon efforts reduced operating costs
and expenses in fiscal 2005 by‘approxlmately ¥160.0 billion
over what would have otherwme been incurred. Theie cost
reduction efforts relate to ongoing value engineering and value
analysis activities, the use of common parts that result in a
reduction of part types and other manufacturing initiatives
designed to reduce the costs of vehicle production.

Cost of products sold increased by ¥993.9 billion, or 7.4%, -
to ¥14,500.2 billion during fiscal 2005 compared with the'prior
year. This increase (before the elimination of intersegment
amounts} reflects an increase of ¥881.6 billion, or 6.8%, for the
automaotive operations'and an increase of ¥112.5 billion, or
14.8%, for the all other oberations segment. The increase in
cost of products sold. for the aljtomotive operations is primarily
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attributed to the increased vehicle unit sales partially offset by
changes in sales mix, the impact of increased parts and service
sales, and the impact- of the increase in research and develop-
ment expenses, which were partially offset by the impact of
continued cost reduction efforts, the impact of the decrease in
the settlement Josses relating to the transfer to the government

.of the substitutional portion and the impact of fluctuations in

foreign- currency translation rates during fiscal 2005. The
increase in cost of products sold for all other operations primari-
ly related to the increase in net revenues.

Cost of financing operations increased by ¥5.7 billion, or

1.6%, to ¥369.8 billion during fiscal 2005 compared with the

prior year. The increase resulted primarily from the impact of

increased interest expenses caused primarily by higher interest -

rates and an increase in borrowings attributed to business
expénsion ifi the United States, that was partially offset by the
impact of an increase in net gains on derivative financial instru-
ments that are not designated as hedges and are marked-to-
market at the end of each period and lower provisions for the
allowance for residual value losses due to a decline in the return
rate of leased vehicles. '

. Selling, general and administrative expenses increased by -

¥251.9 billion, or 14.3%, to ¥2,009.2 billion during fiscal 2005
compared with the prior year. This increase (before the elimina-

. tion of intersegment amounts) reflects an increase of ¥324.5 *

billion, or 21.8%, for the automotive operations, a decrease of
¥20.9 billion, or 9.3%, for the financial services operations and

an increase of ¥3.0 i}illion, or 2.5%, for all other operations seg- *

ment. The increase for the automotive operations consisted pn-
marily of th'e.impact from the reduction of gains attributed to
the transfér.of the substitutional portion of certain employee
pension‘fu’rrds to the government and the impact of increased
expenses in expanding business aperations, which were partially
offset by the impact of fluctuations in foreign currency transla-
tion rates. The decrease for the financial services operations
reflects lower provisions for credit losses specificaily in North
America due to an i'mprovem'ent in the delinquent loan collec-
tion rate and the impact of fluctuations in foreign currency
translation raies. ]

Research and development expenses (included in cost of
products sales and selling, general and administrativé expenses)

increased by ¥72.9 biliion, or 10.7%, to ¥755.1 ,billioﬁ during .

fiscat 2005 compared with the prior year. This increase _primarily

relates to expenditures attributed to the development of envi-
ronmentally conscious technologies including hybrid and fuel
cell battery technology, aggressive developments in advanced

- technologies relating to collision safety and vehicle stability con-

trols and the impact of expanding new models to promote
Toyota's strength in a competitive global market to further buiid
up strength in future,” > ‘
Operating Income o -

Toyota's operating income mcreased by ¥5.3 billion, or 0. 3%,
to ¥1,672.1 billion during fiscal 2005 compared with the prior
year. Operating income was favorably affected by the vehicle

" unit sales growth partially offset by changes in sales mix, the

impact of increased parts and service sales, continued cost
reduction efforts, growth in the financial services operations
and improvements in all other. operations. These increases were
partially offset-by a redugtion in the net gains on thé transfer to
the government of the substitutional portion of certain employ-
ee pension funds, increases in research and development
expenses, the impact of business expansion and the unfavorable
impact of fluctuations in foreign currency translation rates. As a
result, operating income decreased to 9.0% as a percentage of
net revenues for fiscal 2005 compared to 9.6% in the prior year.

During fiscal 2005, operating income (before the elimina-
tion of mtersegment proflts) by. significant geographies resulted
in a decrease of ¥120.9 brllron, or 10.9%, in Japan, and increas-
es of ¥56.5 billion, or 14.5%, in North America, ¥36.0 billion,
or 49.8% in Europe, ¥33.5 billion, or 55.6% in Asia and ¥10.8
billion, or 29.5% in Other compared with the prior year. The
decrease in Japan relates pnmanly 1o the impact of a decrease
in the net gains relating to the transfer to the govemment of

“the substitutional portion ‘of certain employee funds, increases

in research, and development expenses and the unfavorable
impact of fluctuations in foreign currency transtation rates. The,
decrease was partiatly offset by the vehicle unit sales growth in
both of the domestic and export markets partially offset by
changes in sales mix and continued cost reduction efforts. The
increase in North America relates primarily to the increase in
broduction volume and vehicle unit sales, the impact of cost.
reduction efforts in-the manufacturing operations, increases in
the asset base of the financial services operations, and lower
provisions for credit losses and the allowance for residual value
losses which were partially offset by an increase in expenses




attributed té business expansion in North America and the
impact of fluctuations in foreig;n currency translation rates. The
fncrease in the European market opérating income relates main-
ly to the impact of cost reduction. efforts in the. manufacturing
operations, an increase in production volume and vehicle unit
sales and.the favorable impact of fluctuations in foreign curren-
cy translation rates, which were partially offset by increases in
expenses attributed to expansion of operations. The increase in
Asia relates primarily to the impact of the increase in production
volume and vehicle unit sales mainly attributed to the MV

series The increase in Other relates primarily to the impact of.

the increase |n productlon volume and veh|cle unit sales mainly
attributed 10 the IMV series.

The following is a discussion of operating income for each
of Toyota's business segments. The operating income amounts
discussed are before the elimination of intersegment profits. '

Automotlve Operatlons Segment

Operating income from Toyota’s automotive operations
decreased by ¥66.5 billion, or 4.4%, to ¥1,452.5 billion during
fiscal 2005 compared with the prior year. Operating income
- was unfavorably affected by the impact of the reduction in net

gains attributed to the transfer to the government of the substi-

tutional portion of certain employee pension funds, the increase
in research and development expenses, the increase in expenses
corresponciing to business expansion and the impact of fluctua-
tions in foreign: currency translation rates. These decreases were
partially offset by the increase in vehicle.unit sales, the increase
in parts and service sales, and the impact of continued cost
reduction efforts.

Flnanqal Semces Operations Segment
Operatmg income from Toyota’s fananual services operations

increased by ¥54.8 billion, or 37.6%, to ¥200.8 billion during ‘

fiscal 2005 corﬁpared with the prior year. This increase was pri-
marily’due 1o an increase in the finance receivables asset base,
the impact of a'iijustme_:nté made by a sales financing subsidiary

" for the correctidn of errors relating to prior perfods (see note 24 -

to the consolidated financial statements), the impact of lower
provisions for credit losses and the allowance for residual value

losses in the United States. These increases were partially offset
by the impact of fluctuations in. foreign currency translation

’ rates ‘f

_Ali Other dperations Segment

Operating income from Toyota's other businesses increased by

¥18.5 billion, or 2.2 times, to ¥33.7 billion during fiscal 2005. °

This increase primarily relates to increased production volume
and sales attributed to the housing business.

Other Income and Expenses . .
Interest and dividend income increased by ¥11.9 hillion, or
21.4%; to ¥67.5 billion during fiscal 2005 compared with the
prior year due to an increase in investment securities held by the
United States subsidiaries. :

Interest expense decreased by ¥1.8 billion, or 8.5%, to
¥18.9 billion during fiscal 2005 compared with the prior year
due to a decrease in borrowings in the automotive operations
segment. i

Foreign exchange‘ gains, net decreased by ¥16.7 billion, or
43.9%, 1o ¥21.4 billion during fiscal 2005 compared with the
prior year. Foreign exchange gains and losses include the differ-
ences between the value of foreign currency denominated ‘sales
translated at prevailing exchange rates and the value of the

“sales amounts settled during the year, including those settled

using forward foreign currency exchange contracts.

Other income, net decreased by ¥13.3 billion, or 51.7%, to
¥12.4 bitlion during fiscal 2005 due to an increase in donations
paid to educational institutions.

.. Income Taxes

The provision' for income taxes decreased ¥23.4 billion in fiscal
2005 comparéd with the prior year primarily due to the
decrease in income before income taxes. In addition, the provi-

sion decreased as a result of the reduction in the effective tax -
rate for fiscal 2005, which decreased to 37.5% from 38.6% for -

the prior year mainly attributed to the reduction in the statutory
tax rate in Japan. ' ' '

Minority Interest in Consolldated Subsudlanes and

“Equity in Earmngs of Affiliated Companies

Minority interest in consohdated subsidiaries increased by ¥22. 3
billion to ¥64.9 biltion during fiscal 2005 compared with the
prior year. This incréase was ma'inly due to favorable operating
results at consolidated subsidiaries.

Equity in earnings of affiliated companies during flscal 2005
increased by ¥19.2 billion to ¥139.4 billion compared with the
prior year due to an increase in net income attributable to

13-
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'
.

favorable operations at the affiliated companies, which were
partially offset by the decrease in the net gains on the transfer
to the government of the substitutional portion of an employee
pension fund of affiliated companies in Japan. . '

Net Income o
Toyota’s net income incréased by ¥9.2 billion, or 0.8%,
to ¥1,171.2 billion during fiscal 2005 compared with the

" prior. year.

Other Comprehensive Income and Loss
Other comprehensive income decreased by ¥275.8 billion ta
¥123.9 billion for fiscal 2005 compared with the prior year. This

decrease resulted primarily from a decrease in unrealized hold-

ing gains on securities during fiscal 2005 of ¥38.4 billion com-
pared with unrealized holding gains of ¥329.7 billion in the
prior year reflected by the recovery of the Japanese stock market
and the lower gain adjustment in the minimum pension liability
component during fiscal 2005 of ¥9.8 billion compared:to a
¥273.3 billion gain adjustmer{t in the prior year due to the
transfer to the goverﬁment of the substitutional portion of
employee pension funds of primarily the parent company. These-
declines in the other combrehepsive income were partially offset
by the foreign currency translation adjustments, which resulted
in ¥75.7 billion of gains in fiscal 2005 compared with losses of
¥203.3 billion in the prior year.

Outlook ; . Lo o

Toyota expects that the global economy will gro;rv moderately in
fiscal 2007, despite factors such as concerns about the U.S.
economy and high il prices worldwide. Toyota expects that the
global automotive markets will remnain at the same level as fiscal
2006. Toyota, for the purposes of this discussion is assuming an -
average exchange rate of ¥110 to the U.S. dollar and ¥135 to
the euro. With these external factors in mind, Toyota expects
that net revenues for fiscal 2007 will increase compared with
fiscal 2006 as a result of expected increased sales volumes, with |
the planned introduction of new modgls,-particularly in North
America. Toyota expects that operating income will remain rela-
tively unchanged in fiscal 2007 compared with fiscal 2006.
Sales efforts are expected to increase unit sales and, together
with cost reduction efforts, increase operating income, On the
other hand, the assumed exchange rate of a slightly stronger

A
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'yeﬁ agai-nst the U.S. dollar and the euro, the anticipated

increases in depreciation expenses as a result of active capital
expenditures and’ expenditures relating to the research and

‘development of env@rdnmenta! technology such as hybrid vehi-

cles and fuel-cell, safety technology and other next-generation
technologies are expected to be offsetting factors. In éddition,
the effects of cost reduction efforts may be influenced by fluctu-
ations in the prices of raw materials. Toyota expects that
income before income taxes, minority interest and equity in
earnings of affiliated companies and net income will decrease

- stightly in fiscal 2007 due to the posting of a ¥143.3 biilion gain
‘on exchange of marketable securities in fiscal 2006 that will not
" recur in fiscal 2007. Exchange rate fluctuations can also materi-

ally affect Toyota's operating results. In particular, a strengthen-
ing of the Ja;ﬁanese yen against the U.S, dollar can have a
material adver;se effect on Toyota's operating results. Please see -
“Qperating and Financial Review and Prospects Operating
Results—Overview—Currency Fluctuation”.

The foregoing statements are forward-looking statements

“based upon Toyota’s management’s assumptions and beliefs

regarding economic conditions and market:demand for
Toyota's products. Please see "Cautionary Statement with
Respect to Forward-Looking Statements”. Toyota’s actual results
of operations could vary significantly from those described
above as a result of unanticipated changes in the factors
described above or other factors, inctuding those described
“Risk Factors” in Toyota's annual report on Form 20-F.

“'Liquidity and Capital Resources

Historically, Toyota has funded its capitai expenditures ‘and
research and development activities primarily through cash gen-
erated by operations.

Toyota expects to sufficiently fund its capital expenditures
and research and development activities in fiscal 2007 primarih‘/
through cash and cash equivalents on hand and increases in
cash and cash equivalents from o'perating activities. See
“Information on the Company—Business Overview—Capital
Exbenditures'and‘ Divestitures” in Toyota’s annual report on

" Form 20-F for information regardihg‘Toyota‘s material capitat

expenditures and_divestitures for fiscal 2004, 2005 and 2006
and information concerning Toyota's principal capital expendi-
tures and divestitures currently in progress.




Toyota funds its financing programs for customers and
deafers |nc|ud|ng lvans and leasing programs, from both oper—
atmg cash flaws and borrowings by its finance subsidiaries.

Toyota seeks 1o expand its ability to raise funds Eocally in mar- .

kets throughout the world by expanding its network of finance

'sub5|d|anes

Net Cash Provided by
Operating Activities and

Net cash prowded by -
operatlngl activities was Free Cash Flow* '
¥2',51 5,4,ibilli0n for fiscal | (¢ Bllion) !
2006, compared with = |.28%0
¥i 370 9.'biliion for the = |
pr|or year: The i mcrease in
net cash prowded by cper-
atmg actlw_tles resulted pri-

marily from increased
operating cash flows
attrlbutedr‘to the increase
ofnetmcome

Net cash used in
inyestlngl:actlwtles was

FY '02 '03 '04 ‘05 ‘06

Jye - B Net cash provided by operating activities
¥3,375.5 billion for fiscal - maFree cash flow . '

Lk X . * {Net cash provided by Dperatmg activities)
2006, compa red with

. ¥3,061.14billien for the

— (Capital expenditures for property, plant,
and eguipment, excluding vehicles and
" equiprment on aperating leases)

prior'year. The increase in

net cash u"sed in investing activities resulted primarily from the '
increase |n additions to finance receivables and the increase in
“additions to fixed assets including equipment leased to others,

which was partially offset by an ]ncrease in 'the collection of
finance réceivables. -

Net cash provrded by flnancmg actn\ntles was ¥876.9 billion
for fiscal 2906, compared with ¥419:3 billion for the prior year.
The increaél‘.e in net cash provided by financing activities resulted

primarily from an increase in shart-term debt and a decrease in

repurchasmg shares of common stock of Toyota Motor
Corporatlon .

Total c_apltal expe'ndi‘tures for property, plant‘andoqu_ip-
ment, excluding vehicles and equipment on operating leases,

were ¥1,5:23.4 biliion during fiscal 2006, an increase of 42.6%
over the ¥1,068.2 billion in total capital éxpenditures for the

prior year. The increase |n capital expenditures resulted primarily
from the |mpact of mcreased capital expendltures in domestic

sub5|d|ar|e§ and subsidiaries in North America for expansion of

production’ capability.

W

:

Total expendltu res for vehlcles ,

and eqmpment on operatlng

Capital Expenditures for
Property, Plant and Equip-
ment* and Depreciation

¢¢ Billion}

Jin finance’ subsidiaries in North

., Based on currently available

uncertainty with, respect to

tions as described in “Information

leases were ¥1,247.7 billion dur-
ing fiscal 2006, an increase of
45.9% over the ¥854.9 hillion in
expenditures in the prior year. The
increase in expenditures for vehi-
cles and equipment on operating
leases resulted ‘primarily from

1,600

increased operating lease assets

Amerrca and Europe.
Toyota expects investments in
| d . FY 02 ‘03 '04 '05 ‘06
property, P arxt an equtpment, B Capital expenditures
excluding vehicles and equipment ; ™ Depreciation

* Excluding vehicles and equipment
on operating leases -

on operating leases, to approxi-
mately ¥1,550.0 billion during fis- -
cal :2007. Toyo'ta,'s expected capital expenditures include
approximately ¥850.0 billion in'Japan ¥330.0 billion in North
America, ¥130.0 hillions in Europe, ¥135.0 billion in Asra and
¥105.0 billion in Other, respectively. .

Cash and Cash Equivalents
at End of Year

s ¥ Blllion)’ .

expect environmental mattéers to | 2,000

information, Toycta does not

have a material impact on its
financial position, results of oper-
ations, liquidity or cash flows dur-
ing fiscal 2007. However, there
exists a substantial amount of

Toyota's obligations under current . |-~

and future environment regula-

FY ‘02 "03 04 ‘05 '06 -

on the Company—Business
Overview— Governmenta!‘

_ Regulatlons Environment and Safety Standards” in Toyota's

annual report on Form 20-F. : .

Cash and cash’equivalents were ¥1,569.3 billion at March
31, 2006. Most of Toyota's cash and c}ash'eduiyalents are held
in Japanese yen 'énd in U.S..dollars. In addition, time deposits
were ¥50.3 billion and marketable securities were ¥634.8 billion
at March 31, 2006 . : *
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_Liquid assets, which Toyota _ -

Liquid Assets* .
" defines as cash and cash equiva- - '
. H (¥ Billion)
lents, time deposits, marketable 5,000

debt securities and its invest-
ment in monetary trust funds,
increased during fiscal 2006 by
¥286.8 billion, or 7.5%, to
¥4,096.8 billion. .

Trade accounts and notes
receivable, net increased during
fiscal 2006 by ¥166.9 billion, or
9.2%, to ¥1,980.6 billion,
reflecting the impact of = FY '02°03 04705 06
* Cash and cash equivalents, time |

deposits, marketable debt

securities and investment in
monetary trust funds

increased revenues and the
lmpact of ﬂuctuations in fore|gn

* scurrency translation rates. ‘
Inventories increased during fiscal, 2006 by ¥314.2 billien,

or 24.1%, to ¥1,620.9 billion, reflecting the impact of increaséd
volumes and the impact of quctuanns in fore:gn currency

" translation rates. . .
Total finance receivab!es, net increased during fiscal 2006
by ¥1,340.5 billion, or 19.2%, to ¥8,327.5 billion.-The ircrease -

in finance receivables resulted from the increase in retail financ-
ings due to the increase in vehicle unit sales and the increase in
whalesale and other dealer loans, including real estate loans

and warking capital financing provided to dealers. These

increases were partially offset by the decrease in finance leases.

- As of March 31, 2006, finance r'eceivables were geographically

distributed as follows: 65.1% in North America, 14.3% in

.

. expenditures and the impact of fluctuations in foreign currency

translation rates, which was partially offset by the depreciation
charges during the year,
_ Accounts payable increased during fiscal 2006 by ¥229.7

. biIIioh or 12.4%, reflecting the increased volumes of transac-
tions and the |mpact of fluctuatlons in foreign currency transla-

tion rates.

Accrued expenses increased during fiscal 2006 by ¥1748 °

blIIlon or 13.6%, reflecting ‘the increase in L EXPENSEs due 1o the
expansmn of the business.
Income taxes payable increased during fiscal 2006 by ¥54.6

- billion, or 18.7%, principally.as a result of the increase in taxable

income in parent company and in subsidiaries.”

Toyota s total borrowmgs increased during fiscal 2006 by
¥1,849.7 billion, or 21.6%. Toyota's short-term borrowings
consist of loans with a weighted-average interest rate of 2.20%

~ and c_c:mme'rcial paper with a weighted-average interest rate of
3.32%. Short-term borrowings increased during fiscal 2006 by

¥651.2 billion, or 27.3%, to ¥3,033.0 billion. Toyota's long-

term debt consists of unsecured and secured -loans, medium-

term notes, unsecured notes and long-term capital lease
obligations with interest rates ranging from 0.01% tc/Z0.00%;

and maturity dates ranging .from 2006 to 2035. The current
. portion of Ionglt_erm,debt increased during fiscal 2006 by

© ¥572 9 billion, or 49.8%, to ¥1,723.8 billion and the non-cur-

Japan, 9.7% in Europe, 2.9% in Asia and 8.0% in Other. Toyota .

maintains programs to sell finance receivables' through special

purpose entifie; and obtained proceeds from securitization
transactions; net of purchased and retained interests totaling
¥88 6 billion during fiscal 2006. ' -
" Marketable securities and other s'ecurities investments,

including i_hose included in current ésgéts, incréased during fis-
cal 2006 by ¥790.2 hillion, or 24.3%, to ¥4,037.4 billion, pri-
- marily reflecting the increase of U.S. treasury notes held by a

subsidiary in- North America and Japanese government bonds

held by the parent company and the improvement in the .

Japanese stock market. ,

Property, plant and equment mcreased durlng fiscal 2006

by ¥1,271.0 billion, or 21.9%, reflecting an increase in capital

rent portion increaséd by ¥625.6 billion, or 12.5%, to ¥5,640.5
billion. The increase in total borrowings reflects the expansion

of the financial services operations and the impact of fiuctua-

tions in foreign currency translation rates. At March 31, 2008,
approximately 39% of long-term debt was denominatéd in U.S.
dollars; 26% in Japanese yen, 13% in eurs and 22% in other
currencies. Toyoté hedges fixed rate exposure by entering in_t/o

_interest rate swaps. There'are no material seasonal variations in

Toyota's borrowings requirements. _

As of March 31, 2006, Toyota's total interest bearing debt
was 98.5% of total shareholders’ eqmty compared to 94.5% as
of March 31, 2005.

. Toyota’s long-term debt was rated "AAA" by Standard &
Poor's Ratings Group, “Aaa” by Moody's Investoré\ServiCes and

"AAA" by Rating and Investment Information, Inc. as of March
" 31, 2006. These ratings represent the highest long-term debt

ratings published by each of the respective rating agencies.
A credit rating is not a recommendation to buy, sell or hold




securities. A credit rating may be | shareholders® Equity
and Equity Ratio

(¥ Billion) (%)
12,000 80

subject to withdrawal or revision
at any time. Each rating should
be evélu_ated separately of any
other ratiﬁg. ‘

Toyota's treasury paolicy is to

’ mair\tain*j"controls an all expo-
sures, to adhere to stringent
counterparty credit standards, |
and to aétively moniter market-
place exposures. Toyota central-
ized, and is pursuing global
efficiency of, its financial services
operations through Toyota
Financial Services Corporation.

The key element of Toyota's financial policy is maintaining a
strong financial position that will allow Toyota to fund its
research and development initiatives, capital expenditures and
financing"operations on a cost effective basis even if earnings
experience short-term fluctuations. Toyota believes that it main-
tains stifficient Ii\quidity for its present requirements and that by

FY 02 03 04 *05 06
== Equity ratio (Right sc.a!e)I

‘maintaining its high credit ratings, it will continue to be able to -

access funds from external sources in large amounts and at rela-
tively low costs. Toyota's ability-to maintain its high credit-rat-
ings is subject to a number of factars, some of which are not
within To&ota's control. These factors include general economic
conditions in Japén and the other major markets in which
Toyota does business, as well as Toyota's successful implemen-
tation of its business strategy. o

Toyota's unfunded pension liabilities decreased during fiscal
2006 by ¥209.3 billion, or 40.6% to ¥306.7 biII'ipn. The
unfunded pension liabilities relate primarily to the parent com-
pany and its Japanese subsidiaries. The unfunded amounts will
be funded through future cash contributions by Téyota orin
some cases will be funded on the retirement date of each cov-

ered employee. The unfunded pension liabilities decreased in .

fiscal 2006 compared to the prior year mainly due to the
increase in the market value of assets of the plans. See note 19
to the consolidated. financial statements.

_Off-Balance Sheet Arrangements

Securitization Funding * , ‘ ;

Toyota uses its securitization program as part of its funding for
its financial services aperations. Toyota believes that the securiti-
zations are an important element of its financial services opera-

* tions as it provides a cost-effective funding source.

_Securitization of receivables allows Toyota to access a highty

. fiquid and efficient capital market while providing Toyota with

an alternative source of funding and investor diversification, See

note 7 to the consolidated financial statements with respect to.

the impact on the balance sheet, income statement, and cash
flows of these securitizations. e

Toyota's securitization program in'volvg.-s a two-step transac-
tion. Toyota seils disciete pools of retail finance receivables to a
wholly-owned, bankruptcy remote special- purpose entity
{“SPE*), which in turn transfers the receivables to a qualified
special purpose entity {(*QSPE” or "securitization trust”) in
exchange for the p’roceéds from securities issued by the securiti:
zation trust. Once the receivables are transferred to the QSPE,
the receivables are no Iongér assets of Toyota and, therefore, no
longer appear in Toyota's consolidated batance sheet. These

securities are secured by collections on the sold receivables and . .

structured into senior and subordinated classes.
The following flow chart diagrams a typical securitization

transaction: o
" Receivables Receiva‘bles Secur‘ities

.

SPE

QSPE
(Securnizaticn
Trust)

(Whullry-ownl!d Investors
o

by Toyota)

Proceeds

Proceeds Proceeds

0il-balance
sheot
transaction

Bankruptcy

remote
transaction

Toyota's use of SPEs in securitizations is consistent with

conventional practices in the securitization markets. The sale to
'the SPE isolates the sold receivables from other creditors of
Toyota for thé benefit of securitization invgétors and, assuming
accounting requirements are satisfied, the sold receivables are
accounted for as a sale. While Toyota retains subordinated
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interests, investors in securitizations have no recourse to Toyota,
any cash reserve funds, or any amounts available or funded
under the revolving liquidity notes discussed below. Toyota does
not guarantee any securities issued by the securitization trust.

- Each SPE has a limited purpose and may only be used to pur-

chase and sell the receivables. The individual securitization trusts
have a limited duration and generally terminate when investors
holding the asset-backed sécuritie_s have been paid all amounts
owed to them. :

The SPE retains an interest in the securitization trust. The
retained interest includes subordinated securities issued by the
securitization trust and interest-only strips representing the right

to-receive any excess interest. The retained interests are subordi--

nated and serve as credit enhancements for the' more senior
securities issued by the securitization trust. The retained inter-
ests are held by the SPE as restricted assets and are not available
to satisfy any obligations of Toyota. If forgcésted future cash
flows result in an other-than-temporary decline in the fair value
of the retained interests, thén an'impairment loss is recognized
to the extent that the fair value is less than the carrying amount.

Such losses would be.included in the consolidated statement of |

income. These retained interests as well as senior securities pur-

chased by Toyota are reflected in" the consolidated balance

sheet for accounting purposes. .
Various other forms of credit enhancements are'provided to

_ reduce the risk of loss for senior classes of securities. These cred-

it ehhancements may include the following:

I3

Cash reserjle funds or restricted cash
A portion of the proceeds from the sale of asset-backed

securities may be held by the-securitization trust in segregated

reserve funds and may be used to pay principal and interest to
investors if collections on the sold receivables are insufficient. In
the event a trust experiences charge-offs or delinquencies above

specified levels, additional excess amounts from collections on

receivables held by the securitization trusts will be added to
such reserve funds.

Revolving liquidity notes

In cqrtain securitization structures, revolving liquidity notes
(“RLN") are used in lieu of deposits to a cash reserve fund. The
securitization trust may draw upon the RN to ¢over any short-
fall in interest and principal payments to investors. Toyota funds
any draws, and the terms of the RLN obligate the securitization

.7
i <
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trust to repay amounts drawn plus accrued interest.
Repayments of principal and interest due under the RLM are
subordinated to principal and interest payments on the asset-
backed securities and, in some circumstaﬁces, to déposits into a
reserve account. If collections are insufficient to.repay amounts
outstanding under a RLN, Toyota will recognize a loss for the
outstanding amou‘nts‘. Toyota must fund the entire amount
available under the RLN if Toyoté's short-term unsecured debt
rating is downgraded below P-1 or A-1 by Moody's or S&P,
r'esppctiver."Mahagement believes the likelihood of Toyota
incurring such losses or Toyota's short-term credit rating being
downgraded is remote. There were no outstanding amounts

- drawn on the RLN's at March 31, 2005 and 2006, The RLN had

no material fair value as of March 31, 2005 and 2006. Toyota
has not recognized a liability for the RLN because it does not

expect to be required to fund any amounts under the RLN.

Toyota may enter into a swap agreément with the securiti-

.zation trust under which the securitization trust is obligated to

pay Toyota a fixed rate of interest on payment dates in
exchange for receiving amounts equal to the floating rate of
interest 'payable on the asset backed securities. This arrange-
ment enables the securitization trust to issue securities bearing
interest on a basis different from that of the receivables held.
Toyota continues to service the sold receivables for a servic-
ing fee. Toyota's servicing duties include collecting payments on
receivables and submitting them to the trustee for distribution
10 the certificate holders. While servicing the sold receivables for
the securitization trusts, Toyota applies the same servicing poli-
cies and procedures that are applied to the owned receivables

" and maintains a normal relationship with the financing

customers.
‘Other significant provisions relating to securitizations are
described below. ) e ‘

Receivable repurchase obligations

" Toyota makes certain representations and warranties to the SPE,

and the SPE makes corresponding representations and war-
fanties to the securitization trust, relating to receivables sold in -
a securitization. Toyota and the SPE may be required, to repur-
chase any receivables in the event of a breach of'a representa-
tion and warranty refating to the receivable that materially and
adversely affects the interest of the SPE, or securitization trust,
as applicable. In addition, Toyota, as servicer of the receivables,

may be required to repurchase any receivable in the event of a
. A , ‘




breach of a covenant by the servicer with respect to the receiv-
able that materially and adversely affects the interest of the

securitization trust or of an extension or podification of a-

receivable’ as to which Toyota, as servicer, does not commit to
make advances to fund reductions in interest payments. The
repurchase price is generally the outstanding principal balance
of the receivable and accrued interest. These provisions are
customary for seculritization transactions. .

I'Advancmg requwements

As the servicer, Toyota is required to advance certain shortfalls
in obligor payments to the securitization. trust 1o the extent it
believes the advance will be récovered from future collections of
that receivable. Generally, the securitization trust is required to
reimburse Toyota for these advances from colfections on all
receivables before making other required payments. These pro-
visions are customary for securitization _transactlons.

"Lending Commitments

Credit facilities with credit card holders

Toyota's financial services operation issues credit cards to cus-
tomers. As customary for credit card businesses, Toyota main-
tains credit facilities with holders of credit cards issued by
Toyota. These facilities are used upon each holders’ requests up
to the limits established on an individual holder basis. Although
loans made to customers through this facility are not secured,
for the purposes of minimizing credit risks and of appropriately
establishing credit limits for each individual credit card hoider,
Toyota employs its own risk management pelicy which intludes
an analysis of information provided by financial institutions in
alliance with Toyota Toyota periodically reviews and revises, as
appropriate, these credit limits, Outstandlng credit facilities with
credit card holders were ¥2,350.8 billion as of March 31, 2006.

" Credit facilities with dealers

Toyota’s financial services operation maintains credit fadilities
with dealers. These credit facilities may be used for business
acquisitions;, facilities refurbishment, real estate purchases, and
working capité'll requirements. These loans are typically collater-
alized with liens on real estate, vehicle inventory, and/or other
dealership assets, as appropriate. Toyota obtains a personal
guarantee from the dealer or cbrporaté guarantee from the
dealership when deemed prudent. Although the loans are typi-

cally collateralized or guaranteed, the value of the underlying. :

guaranteed.

collateral or guaranteer; may not be sufficient to cove( Toyota‘s'

exposure under such agreements. Toyota prices the credit facili-

ties according to the risks assumed in entering into the credit

facility. Toyota's financial services operation also provides
financing to various multi-franchise dealer organizations,

referred to as dealer groups, often as part of a lending consor-

tium, for wholesale inventory financing, business acquisitions,
facilities refurbishment, real estate purchases, and working capi-
tal requirements. Toyota's outstanding credit facilities with deal-
ers totaled ¥1,334.4 billion as of March 31, 2006.

Guarantees. )

Toyota enters into certain guarantee contracts with its dealers
to guarantee customers’ payments of their installment payables
that arise from installment contracts between customers and
Toyota dealers, as and when requested by Toyota dealers.
Guarantee periods are set to match the maturity of installment
payments, and at March 31, 2006 range from one month to 35
years; however, they are generally shorter than the useful lives
of products sold. Toyota is required to execute its quarantee pri-

marity when customers are unable to make required payments. .

The maximum potential amount of future payments as of
March 31, 2006 is ¥1,236.9 billion. Liabilities for these guaran-
tees of ¥3.3 billion have been provided as of March 31, 2006.
Under these guarantee contracts, Toyota is’ entitled to recover
any amounts paid by it fromthe customers whose obligations it

 Tabular Disclosure of Contractual Obligatiuns

For information regarding debt obligations, capital-lease obliga-
tions, operating leases, and other obligations, including
amounts maturing in each of the next five years, see notes 13,
22 and 23 to the consolidated financial statements. !n addition,

-as part of Toyota's normal business practices, Toyota enters into

long-term arrangements with suppliers for purchases of certain
raw materials, components and services. These arrangements
may contain fixed/minimum quantity purchase requirements.
Toyota enters into such arrangements to facilitate an adequate
supply of these materials and services,

The following tables summarize Toyota's contractual obliga-

tions and commercial commitments as of March 31, 2006:
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Yen in millions

Payments Due by Period

Less than .

. 110 3" 3to5 5 years and
Total 1 year years years after
Contractua! Obligations: -
Short-term borrowmgs (note 13)
Loans.. . ¥ 986,128 ¥ 986,128
Commerc:al PAPE ... e 2,046,891 2,046,891 . ‘
Long-term debt * (018 13} ... 7,306,037 1,?09,231 . ¥3,161,232  ¥1,434,838  ¥1,000,736
' Capital lease obligations (Note 13)......ccoviccncir e 58,344 14,657 17.402 25,736 546
Non-cancelable operatlng lease obligations {note b ) . ., 51,495 9,740 | 13,565 8,10 19,089
Commltments for the purchase of property, : - ’ .
plant and other assets (NO1E 23).......cv.ecvvvveriicrrinneeneesseesesessmeeennes 103,324 97,152 6,172 — —
TOMAL .ot e ¥10,552,216  ¥4,863,799 ¥3,198,371 ¥1,469,675 ¥1,020,371
* “Long-term debt” represents future principal payments. )
* Toyota expects to contribute ¥98,561 million to its pension pians in during fiscal 2007.
. : N Yen in millions
Amount of Commitment Expiration Per Period
. Total - .
+ , Amounts Less than 1103 3105 5 years and
Committed 1 year years years after
Commercial Commitments: . '
Maximum potent|a| exposure to guarantees glven .
in the crdinary course of business (note 23) . ¥1,236,977 "¥380,152 ¥587,137 ¥223,862 ¥45,826
1,236,977 ¥380,152 ¥587,137 ¥223,862 ¥45,826

Total Commercial COMMELTEENS ..ooerooooooveee oo eeeeeereeserecrecons ¥

Related Party Transactions

Toyota does not have any significant related party transactions
other than transactions with affiliated compenies in the ordi-
nary course of business as described in note 12 to the consoli-
dated financial statements. .-

Legislation Regarding End-of-Life Vehicles

In September 2000, the European Union approved a directive

that requires member states to promulgate regulations imple-

ment the following:

* manufacturers shall bear alt or a significant part of the costs
for taking back end- of-life vehicles put on the market after

_July 1, 2002 and dismantling and recycling those vehicles.
Beginning January 1, 2007, this requiremeht will also be
apblicable to vehicles put on the market before July 1, 2002;

« manufacturers may not use certain hazardous materials in
vehicles sold after July 2003;

» vehicles type-approved and put on the market after December
15, 2008, shall be re-usable and/or recyclable to a minimum

of 85% by weight per vehicle and shall be re-usable and/or

recoverabfe 1o a minimum of 95% by.\\Neight per vehicle; and
-+ gpd-of-life vehicles must meet actual re-use of 80% and re-

use as material or énergy of 85%, respectively, of vehicle

welght by 2006, rising to 85% and 95%, respectlveiy, by

2015, ' ’
See note 23 to the consolidated financial statements for further
discussion. ;
Recent Accounting Pronouncements
in the United States

In November 2004, the Financial Accounting Standérds Board
{"FASB") issued FAS No. 151, Inventory Costs—an amendment
of ARB No. 43, Chapter 4 ("FAS 1517). FAS 151 amends the
guidance in ARB No. 43, Chapter 4, “Inventory Pricing,” to clari-
fy the accounting for abnormal amounts of idle facility expense,
freight, handling costs, and wasted material {spoilage}.
Paragraph 5 of ARB No. 43, Chapter 4, previously stated that
“: under some circumstances, items such as‘idle facility
expense, excessive spoilage, double freight, and rehandling




costs may be so abnormal as to require treatment as current
period cha'rges...“. FAS 151. requires that those items be recog-

nized as current-period charges regardless of whether they

meet the Eri'terion of “so abnormal.” In addition, this Statement

requires that allocation of fixed production o'u_-érheads to the

costs of conversion be based on the normal capacity of the pro-
duction facilities. FAS 151 is effective for 'inventbry costs
incurred during fiscal years beginning after June 15, 2005.
Management does not expect this statement to have a material
impact on Toyota's consolidated financial statements.

" In December 2004, FASB issued FAS No. 123(R), Share-

Based Pay?nent (revised 2004) ("FAS 123(R)"). FAS.123(R) is a
revision of FASB Statement No. 123, Accounting for Stock-
Based Compensation ("FAS 123"}, supersedes APB Opinion No.
25, Accounting for Stock Issued to Empldyees (“APB 25"), and

its refated |mplementat|on guidance. FAS 1 23(R) requires a pub-

lic entity to measure the cost of employee services received in

exchange:for an award of equity instruments based on the’

grant-date fair value of the award. That cost will be recognized

over the period during which an employee is required to pro- -

vide service in exchange for the award. FAS 123(R) also requires
a public entity to initially measure the cost of employee services
received in exchange for an award of liability instruments based
on its current fair value; the fair value of that award will be

" remeasured subsequently at each reporting date through the

settlement date. Changes in fair value will be recognized as
compensation cost over that period. Although Toyota is
required to implement the standard as of the beginning of the

first interim or annual period that begins after june 15, 2005

under Statement No. 123{R), the Securities and Exchange
Commission has amended the compliance date and Toyota is
required to adopt the Standard for the year ending March 31,
2007. Management does not expect this statement to have a
material impact on Toyota's consolidated financial statements.
In- May 2005, FASB issued FAS No. 154, Accounting
Changes and Error Corrections—a replacement of APB No. 20
and FAS No. 3 {"FAS 154.). FAS 154 replaces APB Opinion No.
20, Accanting Changes, 'and FASB Statement No. 3, Reporting
Accountihg Changes in Interim Financial Statements, and
changes the requirements for the accounting for and reporting
of a change in accounting principle. FAS 154 applie§ to all vol-
untary changes in accounting principle. It alse applies to

changes required by an accounting pronouncement when the

pronouncement does not include SpECIfIC transition provisions.
APB Opinion 20 previously required that most voluntary
changes in accounting principle be recognized by including in
net income of the period of the change the cumulative effect of
changing to the new accounting principle. FAS 154 requires ret-
rospective application to prior periods’ financial statements of
changes in accounting‘principle. FAS 154 is effective for
accounting changes and corrections-of errors made in fiscal
years heginning after December 15, 2005, The impact of apply-
ing FAS 154 will depend on the change, if any, that Toyota may

" identify and record in future periods. <
tn February 2006; the FASB issued FAS No. 155, Accounting

for Certain Hybrid Instruments (“FAS 155"), which permits, but
does not require, fair value accounting for any hybrid financial

‘instrdment that contains an embedded derivativé that would

otherwise require bifurcation in accordance with FAS No. 133,

Accounting for Derivative Instruments and Hedging Activities -
{“FAS 133"). The statement also subjects beneficial interests
. issued by securitization vehicles to the requirements of FAS 133.

FAS,155 is effective after the beginning of first fiscal year that
be‘gins after September 15, 2006, Management does not
expect this statement to have a material |mpact on Toyota's
consolidated financial statements.

In March 2006, the FASB issued FAS No. 156, Accounting

.for Senvicing of Financial Assets ("FAS 156), which amends FAS
No. 140, Accounting for Transfers and Servicing of Financial -

Assets and Extinguishments of Liabilities, with respect to the
accountiné for separately recognized servicing assets and servic-
ing liabilities. FAS 156 is effective as of the beginning of first fis-
cal year that begins after September 15, 2006, with earlier

adoption permitted. Managem.en‘t does not expect this state-

ment to have a material impact on Toyota's consolidated finan-
cial statements, - '

Critical Accounting Estimates

The consolidated financial statements of Toyota are prepared in
conformity with accounting principles generally accepted in the
United States of America. The preparation of these financial

_statements requires the use of estimates, judgments and

assumptions that affect the reported ‘amounts of assets and
liabilities at the date of the financial statements and the report-

. ed-amounts of revenues and expenses during the periods

presented. Toyota believes that of its significant accounting
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polrcres the following may involve .a higher degree of Judg-
ments, estimates and complemty

Product Warranty

. Toyota generally warrants its products against certain manufac-
turing and other defects. Product warranties are’provided for ‘

specific periods of time and/or usage-of the product and vary
depending upen the nature of the product, the geographie
location of the sale and other factors. Afl product warranties are
consistent with cormercial practices Toyota provides‘a provi-
sion for estimated product’ warranty costs as & component of
cost of sales at the time the related sale is recognized. The

accrued warranty costs represent management’s best estimate
at the time of sale of the total costs that Toyota will incur to- -
* repair or replace product parts that fail while still under warran-,
_ ty. The amount of accrued estimated warranty costs is primarily

based on historical experience as to product failures as well as

_current information on repair costs. The amount of warranty

costs accrued also contains an estimate of warranty claim recov-

> eries to be received from su'ppliers. The foregoing evaluations

are inherently uncertain, as they require material estimates and
some products’ warranties extend for several years.

- Consequently, actual warranty costs wilt differ from- the estimat-
ed amounts and could require additional warranty provisions. If

these factors require a significant increase in Toyota's accrued

estimated warranty costs, it would negatively affect future oper-

ating results of the automotive opérations. -

’ 5 ' .
Allowance for Doubtful Accounts and Credit Losses
Natures-of estimates and assumptions_

Sales financing and finance lease receivables consist of retal

installment sales contracts secured by passenger cars and com- .*

mercial vehicles. Colléctibility risks include consumer and dealer
insolvencies and insufficiem collateral values {less costs to seII)
to realize the full carrymg values of these receivables. As a mat-
ter of policy, Toyota maintains an allowance for doubtful
accounts and cradit losses representing management’s estimate
of the amount of asset impairment in the pottfolios of finance,

trade and other receivables. Toyota determines the allowance -
for doubtful accounts and credit losses based :on a systematic,

ongoing review and evaluation performed as part of the credit-
risk evaluation process, ‘historical [oss experience, the size and
composition of the portfalios, current ecanomic events and
conditions, the estimated fair value and adequacy of collateral

. -

*and other pertinent factors, This evaluation is inherently judg-

mental and requires material estimates, including the amounts
and timing of future cash flows expected to be recéived, which

-may be susceptible to ‘significant change. Although‘manage-
‘ment considers the allowance for doubtful accounts and credit

losses to be adequate based on information currently available,
additional provisions may be necessary due to (i} changes'in
management estimates and assumptions about asset impair-

“ ments, (i) information that indicates changes in expected future
cash flows, or (iii) changesi in economic and other events and.

conditions. To the extent that sales incentives, remain an integral
part of sales promotion with the effect of reducing new vehicle
prices, rasale prices of used vehicles and, correspondingly, the

collateral value of Toyota’s sales financing and finance lease

receivables could experience further downward pressure. If
these faetdrs require a significant increase in Toyota's allowance
for doubtful accounts and credit losses, it could. negatively
affect future operating results of the financial services opera-
tions. The level of credit losses, which impacts larger on
Toyota's results of operations, is influenced primarily b)f two

. factors: frequently of occurrence and. loss. severity. For evalua-
tion purposes, exposures to credit loss are segmented into the

two primary categories of “consumer” and “dealer”. Toyota's

consumer portfolio consists of smaller balance homogenous

retail finance receivables and lease earning assets. The dealer

.portfolio consists of wholesale'and other dealer financing
.receivables. The overall allowance for credit losses is evaluated

at Ieast quarterly, considering a variety of assumptions and fac-

tors to determine whether reserves are considered adequate to.

cover probable Iosses

Sensitivity analysis )

The levet of credit losses, which could significan'tly impact
Toyota's results of operations, is influenced primarily by two
factors: frequency of occurrence and loss severity, The overall
allowance for credit losses is evaluated at least quarterly, consid-

ering a variety of assumptions and factors to determine whether -

reserves are con5|dered adequate to cover probable losses. The
followrng table illustrates the effect of an assumed change in
expected loss severity, which we belleve is one of the key critical
estimates for determining the allowance for credit’ losses,

assuming all other assumptions are held consistent. The table B

below represents the impact on the allowance for credit losses
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in Toyota’s financial services' operations as any change impacts

most significantly on the financial services aperations.

' ' . Yen in millicns
Ty . Effect on the allowance
for credit losses
as of March 31, 2006

10 percent increase in
expected 0SS SEVERItY ..o ¥4,581

Investment in Operating Leases .

Natures of estlmates and assumptlons
Vehicles on operatlng leases, where Toyota is the lessor, are val-

ued at acquisition cost and depreciated over their estimated’
useful lives using the straight-line method to_their estimated

residual values. Toyota utilizes industry published information

- and its own historical experience to determine estimated resid-

ual values for these vehicles. Toyota evaluates the recoverability
of the carrying values of its leased vehicles for impairment when
there are indications of declines-in residual values, and if
impaired, Toyota recognizés an allowance for its residual values.
In addition, 1o the extent that sales incentives remain an integral
part of sales promotion with the effect of reducing new vehicle
prices, resale prlces of used vehicles and, correspondingly, the
fair value of Toyota s leased vehicles could be subject to down-
ward pressure. If resale’prices of used vehicles decline, future
operating results of the financial services operations are likely to
be adversely affected by incremental' charges to reduce estimat-
ed residual values. Throughout the life of - the lease, manage-
ment performs periodic evaluations of estimated end-of-term
market values to determine whether estimates used in the

determination;of the contractual residual value are still consid- -
_ ered reasonable, Factors affecting the estimated residual value

at lease maturity mclude but are not limited to, new vehicle
incentive programs, ‘new vehicle pricing, .used vehicle supply,
projected vlehlcle return rates, and projected lass severity. The

" vehicle return rate represents the number of leased vehicles
" returned at contract maturity and sold by Toyota during the'

pericd as a percentage of the number of lease contracts that, as

_ of their origination dates, were scheduled to mature in the
same period. A higher rate of vehicle returns exposes Toyota'to -

higher potential losses incurred at lease termination. Loss severi-
ty is the extent to which the end-of-term market value of a lease
is less than its carrying velue at lease end.

Sensitivity ana]ysis
The following table illustrates the effect of an assumed change
in.the vehicle return rate, which we believe is one of the critical

estimates, in determining the allowance for residual value, hoid-

ing all other assumptions constant. The following table repre-

_sents the impact on the allowance for residual values -in

Toyota's. financial services operations as those changes impact
significantly on financing operations. '

4 5 L Yen in millions
Effect on the allowance
for residual value

as of March 31, 2006
5 percent increase in vehicle return rate!.................... ¥470

Impairr"nent of Long-Lived Assets
Toyota periodically reviews the carrying value of its long-lived

-assets held and used and assets to be disposed of, including

goodwill and other mtang:ble assets, when events and circum-
stances warrant such a review. This review is performed using
estimates of future cash flc;ws. If the carrying value of a long-
lived asset is considered impaired, an irpairment charge is
recorded for the amount by which the carrving value of the

Iohg—livegi asset exceeds its fair value. Management believes that |

the estimates of future cash flows and fair values are reason-
able; however, changes in estimates of such cash flows and fair
values would affect the evaluations and negatively affect future
operatlng results of the automotive operations.

Pension Costs and Obligations

Natures of estimates and assumptions -

Pension costs and.obligations are dependent on assumptions
used in calculating such amounts. These assumptions include

s

discount rates, benefits earned, interest costs, expected rate of *

~return on plan assets, mortality rates and other factors. Actual

results that differ from the assumpticns are accumulated and

" amortized over future periods and, therefore, generally affect

recognized expense and the recorded obligations in future peri-

_ods. While management believes that the aésumptions used are

appropriate, differences in actual experience or changes in
assumptions may affect Toyota's pension costs and obligations.

The two most critical assumptions impacting the calculation

of pension costs and obligations are the discount rates and the
expected rates of returns en plan assets. Toyota determines the
discount rates ‘mainly based on the rates of high quality fixed
i‘ncc;me bonds or fixed income governmental bonds currently
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available and expected to be available during ‘the period to
maturity of the deﬁne_d benefit pension plans. Toyota deter-
mines the expected rates 6f‘ return for pension assets after con-
sidefing several applicable factors including, the composition of
plan assets held, assumed risks of asset manégement, historical

results of the returns on plan assets, Toyota's principal policy for -
" plan asset management, and forecasted market conditions. A

weighted-average discount rate of 2.6% and a weighted-aver;
age expected rate of return on plan assets of 2.9% is the result
of assumptions used for the various pension plans in calculating
Toyota's consolidated pension costs and obligations for fiscal
2006. ) . ’

Sensitivity analysis

The following table illustrates the effect of assumed changes in |
weighted-average discount rate and the weighted-average

expected rate of return on plan assets, which we believe are
critical estimates in determining pension costs and obligations,
assuming all other assumptions are consistent.

Yen in millions
Effect on pre-tax income  Effect on PBO
for the year ending as of March 31,

s March 31, 2007 2006
Discount rates X :
0.5% decrease ¥(10,139) ¥ 127,688
0.5% increase 9,779 (110,001}
Expected rate of return on plan assets ) '
0.5% decrease...... ¥(6,381)
0.5% increase ...... 65,381

Derivatives and Other Contracts at Fair Value-

Toyota‘ uses derivatives in the normal course of business to
manage its exposure to foreign’ currency exchange rates and
interest rates. The accounting is complex and continues to
evolve. In addition, there are the significant judgments and esti-
mates involved in the estimating of fair value in the'absence of

quoted market values. These estimates are based upon valua-

tion methodologies-deemed appropriate in the circumstances;
however, the use of different assumptions may have a material
effect on the estimated fair value amounts. ‘

Marketable Securities

Toyota's accounting policy is to record a write-down of =

such- investments to realizable value when a decline in fair
value below the carrying value is other-than-temporary. In
determining if.a decline in value is other-than-temporary,

-

Toyota considers the Iengfh of time and the extent 1o which the

fair value has been less than the carrying value, the financial .
condition and prospects of the company and Toyota's ability

and intent to retain its investment in the company for a period

of time sufficient to allow for any anticipated recovery in market
value.

Quantitative an(i Qualitative Disclosures
about Market Risk .

Toyota is exposed to market risk’ from changes in foreign cur-
rency exchange rates, interest rates and certain commaodity and
equity security prices. In order to manage the fisk arising from
changes in foreign currency exchange rates and interest rates,
Toyota enters into a variety of derivative financial instruments.

A description of Toyota's accounting policies for derivative

instruments is included in_note 2 to the consolidated financial

statements and further disclosure, is provided in notes 20 and
21 to the consolidated financial statements.

Toyota monitors and manages these financial exposures as
an integral part of its‘oyerall risk management program, which
reéognizes the unpredictab'i‘lity of financial markets and seeks to

-reduce the potentially adverse effects on Toyota's operating

results.

The financial instruments included in the market risk analy-
sis consist of all of Toyo'ta‘s cash and cash equivalents, mar-
ketable securities, finance receivables, securities investments,
long-term and short-term debt and all derivative financial
instruments. Toyota's portfolio of derivative financial instru-
ments consists of forward foreign currency exchange contracts,
foreign currency options, interest rate swaps, interest rate cur-
rency swap agreements and interest rate options. Anticipated,
transactions denominatéd in foreign currencies that are covered
by Toyota’s derivative hedging’are not induded in the market
risk ahalysis. Although operating leases are not required to be
included, Toyota has included these instruments in-determining
interest rate 'risls,

Foreign Currency Exchange Rate Risk P
Toyota has foreign currency exposures related to buying, selling
and financing in currencies other thah the local currencies in
which it operates. Toyota is exposed to foreign currency risk
related to future earnings or assets and liabilities that are
exposed due to opetating cash flows and various financial

s -
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instruments that are denominated in foreign currencies. -

Toyota's most significant foreign currency exposures relate to
the U.S. dollar and the euro.

Toyota uses a value-at-risk analysis ("VAR") to.evaluate it5
exposure to ghanges in foreign currency exchange rates, The
value-at-risk df the combined foréign exchange position repre-
sents a po}enﬁai loss in pre-tax earnings that was estimated to

_be ¥57.1 billion as of March 31, 2005 and ¥51.9 billion as of
" March 31, 2006. Based on Toyota s overall Currency exposure

(including derivative positions), the risk dunng the year ended
March 31, 2006 to pre-tax cash flow from currency movements
was on average ¥46.6 billion, with a high of ¥51.9 billion and a
low of ¥44.1 billion.

The VAR was estimated by using a Monte Carlo Slmulatlon
method and assumed 95% confidence level on the realization

- date and a 10-day helding period.

Interest Rate Risk .
Toyota is*subject to market risk from. exposures to changes in

interest rates based on its financing, investing and cash man- -

agement activities. Toyota enters into various financial instru-
ment transactions t‘o_méintain the desired level of exposure to
the nsk of interest rate fluctuations and to minimize interest
expense. Certam exchange traded future and option contracts,

interest rate caps and ﬂoors along with various investments,.

have been entered into to reduce the interest rate risk related to
these activities. The potential decréase in fair value resulting
from a hypothetlcal 100 basis point upward shift in interest
rates would be approxmately ¥56.3 billion as of March 31,
2005 and ¥75.6 billion as of March 31, 2006. -/ ’
There aré certain shbrtcomings inhérent to the sensitivity
analyses presented. The model assumes interest rate changes

reality, chan:ges are rarely instantaneous. Although certain
assets and liabilities may have similar maturities or periods to
repricing, they may not react corfespondingly to changes in
market interest rates. Alsa, the interest rates on certain types of
assets and habilitiés may fluctuate with changes in market inter-
est rétes, while interest rates on other types of assets may lag
behind changes in market rates. Finance receivables are less sus-
ceptible to prepayments when interest rates change and, as a
result, Toyota’s model does not address prepayment risk for
automotive rélated finance receivables. However, in the event of

.

» are instantanléous paralle) shifts in the yield curve; however, in

.31, 2005 and ¥1,469.1 billion as of March 31,

a change in interest rates, actual loan prepayments may deviate
significantly from the assumpticns used in the medel.

Commodlty Price Risk
Commodlty price risk is the possibility of hlgher or lower costs

' due to changes in the prices of commeodities, such as non-fer-

rous alloys (e.g., aluminum), ‘precious metals {e.g., palladium,
platinum and rhodium) and ferrous alloys, which Toyota uses in

the produdion of motor vehicles. foyota does not use deriva-

tive unstruments to hedge the price risk associated with the pur-
chase of those commodities and, controls its commodsty price

 risk by holding minimum stock levels.

Equity Price Risk

Toyota holds investments in various avanlable for-sale -equity

securities that are subject to price risk. The fair value of avail-
able-for-sale equity securities was ¥904.8 billion as of March
' *2006. The
potential change in the fair value of these investments, assum-
ing a 10% change in prices, would be approximately ¥90.4 bil-

lion as pf March 31, 2005 and ¥146.9 billion as of March

31,2006
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' _March 31, 2005 and 2006

Conso'li-datéd Ballancé Sheets[

Toyota Mator Corporation

doubtful accounts of ¥18,656 miflion in 2005

1,980,680

: . U.5. dollars
. . ' ’ . Yen in millions in millions
ASSETS ‘ o ‘ 2005 2006 " 2006
Current assets =~ ' I . - . y . o
Cash and cash equivalents.......cccocvinniennnn, .............. . -¥ 1,483,753 ¥ 1,569,387 $ 13,360
Time deposits ......... et T T PP UR SO -+ 63,609 . 50,349 428
Marketable securities.........o.......... e IR 543,124 = 634,879 5,405
Trade accounts and notes receivable, less allowance for o R

and ¥19,491 million ($166 million) in 2006 ........cccocorvvvererrccrnnnnnns 1,813,725 16,861
Finance receivables, net................ SO e, SRR, e, 3,010,135 3,497,319 129,772 -
Other reCeivables .......cooioioerevereremrenee PP Veveesseesisio. 355,381 416,336 3,544
Inventories.......... S RO S ©1,306,709 1,620,975 13,799,
Deferred income taxes1 ...... TR PP PPRIE T _ 475,764 520,494 '4;331,
Prepaid expenses and other current assets 387,905 444,803 3,787

Total CUIrent 8Sets .....o..ovvevveveeeeee e, S s 9,440,105 10,735,222 . 91,387
P . ) . " . ’
‘Noncurrent finance receivables, net................... 3,976,941 4,830,216 41,119

Investments and other assets :
Marketablc_é securities and other securities INVeSTMENtS.......cooviiiin e 2,704,142

3,402,523 -

28,965

3

' AFfiliated COMPANIES ... ....v.oeoooeeeeeeeserreec e 1,570,185 . 1,828,369 15,565
" Employees receivables. ... - 49,538 - 75,094 . 639
Other.............. SO S OY S 798,506 793,543 6,755
Total investments and other assets ....................... et 5,122,371 6,099,529 51,924
Property, plant and equipmient . .
LaNG e s SO 1,182,768 1,215,897 10,351
BUldings.........co.oovniiiiiiis e JERO B 2,935274° 3,156,613 26,872
Machinery and equipment ........... RPN e ST 7,897,509 8,482,832 72,213
Vehicles and equipment on operating leases ......... et e aaanen 1,828,697 2,605,426 22,179
Construction in progress ....... e e e e e ) 214,781 397,076 3,380
A . o 14,059,029 15,857,844 134,995
Less—Accumulated depreciation............ e ST (8,263,435)  (8,791.216) (74.838)
Property, plant and equipment, net.........ii e, 5,795,594 7,066,628 . 60,157
Total @S50S, .o e ———_ ¥24,335,011 ¥28,731,595' $244,587

The accompanying notes are an integral part of these consolidated financial statements. -

¥
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L.5. dollars
Yen in millions .in milliens
LIABILITIES AND SHAREHOLDERS' EQUITY : 2005 2006 2006 '
Current Ilabllltles . ‘ .

. Short- term borrowings............ et ¥ 2,381, 827 ¥ 3,033,019 $ 25,820
Current, por‘rlon of long-term debt........ RSP PT P SUUUUURURUON R 1,150,920 1,723,888 14,675
Accounts payable . 1.856,799 2,086,587 17,763

' Other p?yables ......... errrereeaeeraran - 693,041 730,184 6,216
Accrued‘expenées 1,289,373: 1,464,263 12,465
Income Taxes Payable ... i iveceeiees et 292,835 347,488 2,958
Other current liabilities.........c.cooveeei ............. e . 562,411 - 643,306 " 5,476 -

Total current liabilities ......... e O . 8,227,206 . 10,028,735 85,373

. Long-term liabilities . ) ) ’

" Long-term debi oo e e S 5,014,925 5,640,490 48,016
~ Accrued: pension and severance costs .................................................... 646,989, 679,918 - 5,788
Deferred INCOME taXES....vveverreeececeneens R UTPROPTY s " 811,670 1,092,995 19,305
_Other long-term liabilities.................. o 84,342 - .139,428 1,187

Total long-term Ilabllltles 6,557,926 7,552,831 © 64,296
Minority interest in consolidateéd subsidiaries................. e 504,929 589,580 ' 5,019
!
Sharehnlders‘ equity C “
Common stock, no par value,
. authorlzed 9,740,185,400 shares in 2005 and 2006; ’
issued: 3,609,997,492 sharesin 2005 and 2006..................... SR 397,050 397,050 3,380
Additional paid-in capital N , ] 495,707 495,250 4,216
Retalned EArMINGS i1vveviveren, e e e 9,332,176 '10,459,788 89,042
Accumulated other comprehensive income (toss): (80,660) 437,316 3,723
' Treasury stock, at cost, 341,918,553 shares in 2005 and ) L T ,
368 240, 025 shares in 2006 PP PP pevrrveei i {1,099,323) ) (1,228,955) (10,462}
Total shareholders’ equity......... RO e e ... 9044950 10,560,449 - 89,899
P |

Comrnitrfrnents and contingencies . ‘

Total IlabIIItIeS and shareholders eqmty ........ e, ¥24,335,011 . ¥28,731,595 ~  $244,587

‘The accompa_rrylng notes'are an integral part of these consolidated financial statements, '

t
. [ n '
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Consolldated Statements of Income

‘

Toyota Motor Corperation
For the years ended March 31, 2004; 2005, and 2006

" The accompanying nates are an integral part of these consclidated financial statements.

i

W

. . . U.5. dollars
B Yen in'millicns in millions
' 2004 - 2005 2006 2006
Net revenues . - . ’
Sales of products ..... A 6,578,033  ¥17,790,862 ¥20,059,493 $170,763
Financing operatlons .................................................. - 716,727 760,664 977,416 - 8,320
17,294,760 18,551,526 ~ 21,036,909 179,083
Costs and expense§ ) . . . .
Cost of products sold ......0 0. et 13,506,337 14,500,282 , 16,335,312 139,059
- Cost of financing operations......... ‘ 364,177 369,844 609,632 5,190
Selling, general and a'dministrative ......... e 1,757,356 2,009,213 2,213,623 18,844
15,627,870 16,879,339 19,158,567 163,093
. Operatlng income-..........coon., TP — © 1,666,890 1,672,187 1,878,342 15,990
Other income (expense) . _ .
Interest 'and dividerd INCOME ............... _ ........ e 55,629 67,519 ' 93,9707 800
Interest expense ............ S, R, - - (20,708) .. (18,956) (21,601) -{184)
Foreign exchange gain, net ........ R " 38,187 21,419 10,789 92
Other iNCOME, NEt..........ooovooeeeeeeeseeee i e T 25793 0 12,468 125,860 1,071,
98,903 © 82,450 - 209,018 1,779
" Income before income taxes, minority interest . . - '
and equity in earnings of affiliated companies.... 1,765,793 1,754,637~ 2,087,360 17,769
'Provision for income 2AXES ..., . 681,304 657,910 795,153 6,7f59 :
" Income before minority interest and eqmty in . ) .
earnlngs of afflllated compames ....................... e . 1,084,489 1,096,727 112_92,207_ ' 11,000
Minority interést in conéolidafed_ subsidiaries........ -+ (42,686} (64,938) (84,393) (718)
. : N - i
Eqwty in earmngs of affiliated compames TR 120,295 139,471 . 164,366 1,399
"Net income s ¥ 1,162,098 ¥ 1,171,260, ¥ 1,372,180 $ 11,681
: Y l'. ! ' . ) !
Yen - U5 dollars
Net income per share ) - ‘ .
" ¥342.90 ¥355.35 ¥421.76 . $3.59
-¥342.86 - ¥355.28 . ¥421.62 $3.59
Cash dividends per share ......0.............. I . -¥ 45.00 ¥ 65.00° ¥ 90.00 $0.77




Consolldated Statements of Shareholders Equnty ' -

Tuyota Motor Corporauon N
For the years ended March 31, 2004, 2005 and'2006°

i
¥

1

4 Yen in millicns
X : . Accumulated
i - Additional f other - *  Treasury Total
by R Common paid-in Retained comprehensive stock, , shareholders’
- stock capital _ earnings income (lass) at cost equity
Balances at March 31, 2003 ........ Teewnes ¥397,050 ¥493,730 ¥ 7,307, 795. ¥{(604,272) ¥ (467,363) ¥ 7,121,000
Issuance during the year .......cccoovveeer e ' 1,389 1,389
Comprehensive income, .
Net INCOME .o e 1,162,098 Y 1,162,098 - .
Other comprehensive income (ioss) d ! .
foreign currency : : T : .
translation adjustments ........................ . . (203,257) (203,257)
Unrealized gains on securities, ' '
" net of reclassification adjustments......: 329,672 . . 329,672
Minimumn pension liability adjusiments ... © 273,265 : 273,265
Total comprehensive income .00 ) : 1,561,778
Dividends paid ............cccovviiinnn) e {137,678) . _ (137,678)
Puschase and reissuance of common stock.... ’ , (367,922) (367,922)
Balances at March 31,2004 ... .~397,050 485,179 8,326,215 (204,592} . (835,285) - 8,178,567
Issuance during the year ... ‘ . 528 - . T 528
- Comprehensive income T .-
Net INCOME /.o e : 1,171,260 1,171,260
Other comprehenswe fncome, IR
Foreign currency : : - N
translation adjustments ........................ ' 75,697 s 75,697
Unrealized gains on securities, - -
net of reclassification adjustments....... 38,455 oL 38,455
Minimum pension liability adjustments.... 9,780 © 9,780
Total comprehensive income ..................... o 1,295,192
DIvAEnds Paid v S ) (165,299) - (165,299
Purchase and reissuance of common stock.... L, . - . . (264,038)  (264,038)
- Balances at March 31, 2005 ..................... . 397,050 495,707 9,332,176 (80,660) (1,099,323) 9,044,950
Issuance during the year N (457} - : {457)
Comprehensive income : S ‘
"Net INCOME ..o e e . 1,372,180 1,372,180
* Other comprehensive income ' :
- Foreign currency __— .
translation adjustments .............. e 268,410 268,410
. ‘Unrealized gains on securities, i .-
net of reclassification adjustments........ ' N 244,629 244,629
Minimum pensicn liability adjustments ... - 4,937 s : . 4,937
Total comprehensive income ‘ . . 1,890,156
Dividends paid ....cccoovvrnivinieenenie SUT (244, 568) ' (244,568)
Purchase and reissuance of commoen stock.... (129.632) (129,632) -~
Balances at March 31,2006 ... ¥397, 050 ¥495,250 ¥10,459, 788 ¥437 316 ¥(1,228,955) ¥10,560,449
- ] . . : U.5. dollars in millions .
Balances at March 31, 2005 ................. $3.380 §4,220 $79443 % (686) § (9.358) $76,999
Issuance during the year ..., ] (4) . (4}
Comprehensive income Coa . o T ,
Net i |ncome ................. e e 11,681 ~ : . “11,681
Other camprehensive income ' C i ' )
. Foreign currency ‘ , o
translation adjustments.........c.c.ooeenns ’ - 2,285 .- 2,285
Unrealized gains on securities, ' ) :
net of reclassification adjustments........ 2,082 2,082
Minimum pension liability adjustments ... ¢ Lo 42 42
Total comprehensive iNCOMe ..................... . ‘ A ) ' 16,090 .
Dividends pald ............................... ST, , . (2,082) . T (2,082)
Purchase and reissuance of common stock.... e . - {(1,104) (1,104)
Balances at March 31, 2006 .................... ~ $3,380 54,216 $89,042 . $3,723 - %(10,462) $89,899

The accompahying nates are an integral part of these consolidated financial staterents.
. \
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Cons.olidéted Stateme.nts of Cash Flp-w_s'

Toyota Mator Corporation v ‘
For the years ended March 31, 2004, 2005, and 2006

kY
s

The accompanying notes are an integral part of these consolidated financial statemerits. -

r

. . U.5. dollars
Yen in millions in millicns-
2004 _ 2005 2006 2006
Cash flows from operatlng activities ; . . - ' -
Net iNCOME ... it e e ¥ 1,162,098 ¥ 1,171,260 ¥ 1,372,180 $ 11,681
Adjustments to reconcile net income to net cash - . ' :
provided by operatlng actlwtles : ) o
- Depreciation........lcc e, e . 969,904 997,713 1,211,178 10,311..
Provision for doubtful accounts and credit rosses ........... 83,138 . 63,154 62,646 . 533
Pension and severance costs, Jess DAYMENMS ..o - {159,267y . (52,933) 23,860 203
Losses on disposal of fixed assets...............cocoeoeiie 39,742 49,159 54,981 468
Unrealized losses on available-for-sale securities, net...... - 7 3,063 . 2,324 4,163 36
Deferred income taxes..........oooeeiiiieieeeeee e - 120,828 84,711 33,262 283
Minority interest in consolidated subsidiaries ........... e . 42,686 64,938 84,393 718
Equity in'earnings of affiliated companies.............c........ ".(120,295) {139,471} (164,366} {1.399)
. Changes in operating assets and liabilities, and other | o ‘ . '
Increase in accounts and notes receivable {90,721} {178,363} (297,598) (2.533)
" Increase in inventones.........o........ R . {53,609} {191,545} (248,823) . {2,118).
(increase) decrease in other current assets.... 43,445 T 34,674 (89,723) (7648)
Increase in accounts payable........coeciiiin " 159,120 153,747 ° - 188,702 1,606
Increase {decrease) in accrued income taxes............... * {66,006) 41,228 54,052 460
Increase in other current liabilities ..o, . 203,535 190,450 . 203,075 1,729
QOther ........... e e e (150,927) 79,894 | 23,498 200
Net-cash provided by operating activities............. .. 2,186,734 2,370,940 2,515,480 21,414
Cash flows from investing activities ' ' . . ’ ' . : ' et
Additions to finance receivables ..., e (5,234,578) {5.594,375) (6,476,979) (55,137)
", Collection of finance receivables................. Seeeearrens Lo 3,839.812 4,609,383 5,615,276 47,802
. Proceéds from sale of finance receivables .......................... 243,128 65,536 102,854 876 -
* Additions to fixed assets excluding . ) ' ' o :
equipment leased to others ............i e (945,803) (1,068,287). (1,523,459) (12,969)
Additions to equipment leased to others............c.ccooeveen (542,738) (854,953} (1,.247,781) = (10,622)
" Proceeds from sales of fixed assets excludlng : ot - o -
equipment leased to others.......ocoiii e, T 73,925 69,396 89,578 762
Proceeds from sales of equipment leased to others 288,681 316,456 410,683 13,496,
Purchases of marketable securities . o ] e
+ and security investments .............. et {1.336.467) -~ (1,165,791) * (957,296) (8,149)
Proceeds from sales of marketable secuntles ) T . ) ' '
and security investments......... TSNP UTTTOTRITR ¢ 183,808 121,369 157,707 1,342
Proceeds upon maturity of marketable securities - . '
and SeCULY INVESTMENTS .....vvv e s, 1,252,334 452,574 . . 533,325 - 4,540
Payment for additional investments in afflhated ' . e .
.companies, net of cash acquired .............. i (20,656) (901) {1,802) - {15)
Changes in investments and other assets, and other......... (17,941)° {11,603) (77,606) (661)
Net cash used in investing activities.............c.......... (2,216,495) (3,061,196) (3,375,500) (28,735)
Cash flows from financing activities R : <7 . )
Purchase of common stock ..., ERUN (357,457) (264,106) (129,629} (1.104):
Proceeds from issuance of Iong term debt 1,636,570 1,863,710 1,928,788 16,420
Payments of long-term debt..............i, -(1,253,045) {1,155,223} (1,187,506} . (10, 109)
Increase in short-term borrowings.........c.cccccoveeeeecevervenesn, 353,833 140,302 509,826 4,340
DIVIdENdS Paid ... P e s - {137,678} (165,299) (244,568) (2,082) .
Net cash provided by flnancmg activities .............. 242,223 419,384 . 876,911 7,465
Effect of exchange rate changes . . - ] ] :
on cash’and cash equiivalents...............oooeiiie e (74,714) 24,849 68,743 . 585
Net increase {decrease} in cash and cash equivalents.... 137,748 (246,023) 85,634 729
Cash and cash equivalents at beginning of year 1,592,028 1,729,776 1,483,753 . 12,631
‘Cash and'cash equivalents at end of year.................. ¥1,729776 -¥ 1,483,753 ¥ 1,569,387, $ 13,360




,Notes to Consolldated Fmanual Statements

Toyota Motcr Cﬂrporatlon .

..

1, Nature of operations:

Toyata is primarily engaged in the design, manufacture, and
-sale of sedans, minivans, compact cars, sport-utility vehicles,
trucks and related parts and accessories throughout the
world. In addition, Toyota provides financing, vehicle and

2. Summary of significant accounting policies:

equipment leasing and certain cther financial services primari-
ly to its dealers and their customers to support the sales of
vehicles and other products manufactured by Toyota.

The parent company and its subsidiaries in Japan maintain
theit records and prepare their financial statements in accor-
dance with accounting principles generally accepted in Japan,
and its foreign subsidiaries in- conformity with those of their

countries of domicile. Certain adjustments and reclassifications -

have been incorporated 'in the accompanying consolidated
financial st‘ate_ments‘to conform to accounting principles gen-
erally accepted in the United States of America.

Significant accounting policies after reflecting adjustments
for the above are as follows:

Basis of consolidation and accounting for invest-
ments in affiliated companies—

The consolidated financial statements incfude the accounts of
_the parent company and those of its majorlty-owned sub-
sidiary companiés. All significant intercompany transactions
and accounts have been eliminated - Investments in affiliated
companies in"which Toyota exercises significant influence, .but
which it does not control, are stated at cost plus equity in
undistributed- earmings, Consolidated net income includes
Toyota's equity in current eamings of such companies, after
elimination of unrealized intercompany profits. Investments in
non-publicicompanies in which Toyota’ does not-exercise sig-
nificant influence (generally less than a 20% ownership inter-
est) dre stated at cost. The accounts of variable interest
entities as defined by the Financial Accounting Standard Board
(“FASB") Interpretation No. 46(R) Consolidation of Variable
Interest Entmes (revised December 2003) - an interpretation of
ARB No.51 (“FIN 46(R)") are included in the consolidated
financial statements, if applicable.

' . 4

s

’

Estimates— .
The preparation of Toyota's consolldated financial statements
in confermity with accounting principles generally accepted in

the United'States of America requires management to make’

‘estimates and assumptions that affect the amounts reported
in the consclidated financial statements and accompanying
notes. Actual results could differ from those estimates. The,
more significant estimates include: product warranties,
allowance for doubtful accounts and credit losses, residual
values for Ieased assets, impairment of long-lived assets, pen-
sion costs and ‘obligations, fair value of derivative financial
instruments and other-than- temporary losses on marketable
secuntles :

»
i

_Translation of foreign currencies—
All asset and liability accounts of fore|gn subsidiaries and affili- °

ates are translated into Japanese yen at appropriate year-end

current exchange rates and all income and expense accounts -

of those subsidiaries are translated at the average exchange
rates for each period. The foreign currency translation adjust-
ments are included as a component of accumulated other
comprehensive income.

Foreign currency receivables and payables are translated at

appropriate year-end current exchange rates and the resulting

transaction gains or losses are recorded in operations currently.

Revenue recognition—

Revenues from sales of vehicles and parts are generally recog-
nized upon delwery which is considered to have occurred
when the dealer has taken title to the product and the risk

and reward of ownership have been substantively transferred, -

except as described below,
Toyota's sales incentive programs principally constst of cash

payments to dealers calculated based on vehicle volume or a

model sold by a dealer during a certain period of time. Toyota

.accrues these incentives as revenue reductions upon the sale
_of a vehicle corresponding to the program by the amount

determined in the-related incentive program.

Revenues from the sales of vehicles under which Toyota
conditionally guérantees the minimum resale value is recog-
nized on a pro rata basis from the date of sale to the first
_ exercise date of the guarantee in a manner similar to lease
accounting. The underlying vehicles of these transactions are
recorded as assets and are depreciated in accordance W|th
Toyota s depreciation policy.

* Revenues from retail financing contracts and finance leases
are recognized. using the effective yield method. Revenues

from operating leases are-recognized on a stra1ght line basis
over the lease term.

- Toyota on occasion sells flnance receivables in transactions
subject to limited recourse provisions. These sales are to trusts
and Toyota retains the servicing rights and is paid a.servicing

fee. Gains or losses from the sales of the finance receivables *

are recognized in the period in which such sales occur,

Other costs—
Advertising and sales promotion costs are expensed as
incurred, Advertising costs were ¥371,677 million, ¥379,702

million and ¥397,599 million {$3,385 million) for the years

ended March 31, 2004, 2005 and 2006, respectively. *
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Toybta generally' warrants its products agains"( certain man-
ufacturing and other defects. Provisions for product war-
ranties are provided for specific periods of time and/or usage
of the product and vary depending upon the nature of the
product, the geographic location of the sale and other factors.

Toyota records a provision for estimated product warranty -

costs at the time the related sale is recognized based on esti-
mates that Toyota will incur to repair or replace product parts
that fail while under warranty. The amount of accrued esti-
mated warraity costs is primarily based ‘on historical experi-
ence as to product failures as well as current information on
repair ¢osts. The amount of warranty costs accrued also con-
tains an estimate of warranty cIa|m recoveries to be fECE‘IVE‘d
from suppliers. :

Research and development costs are ‘expensed as incurred

_and ¥682,279 millicn, ¥755,147 million and ¥812,648 miliion
($6,918 million) for the years ended March 31, 2004, 2005 -

and 2006, respectively.
Cash and cash equivalents—
Cash and cash equivalents include all hlghly llqmd investments

~ with original maturities of three months or less, that are readi-

ly convertible to known amounts of cash and are so near
maturity that they present insignificant risk of changes in value
because of changes in-interest rates.

Marketable securities—

. Marketable securities consist of debt and equity securities,

Debt and equity securities designated as available-for-sale are
carried at fair value with unrealized gains or losses included as
a component of accumulated other comprehensive income in
shareholders’ equity, net of applicable taxes. Debt securities
designated as held-to-maturity investments are carried at
amortized cost. Individual securities classified as either avail-
able-far-sale or held-to-maturity are reduced to net realizable
value for other-than-temporary declines in market value. In
determining if a decline in value is othér-than-temporary,
Toyota considers the length of time and the extent to which

the fair value has been less than the carrying vlue, the finan-.

cial condition and prospects of the company and-Toyota:s
ability and intent to retain its investment in the company for a
period of time sufficient to allow for any anticipated recovery
in market value. Realized gains and losses, which are deter-
mined on the average-cost method, are reflected in the state-
ment of income when realized.

Security investments in non-public companies—

Security investments in non-public companies are carried at
cost as fair value is not readily determinable. If the value.of a
non-public security investment is estimated to have declined
and such decline is judged to be other-than-tempaorary,
Toyota recognizes the impairment of the‘investment and the

.. Inventories—

carrying value is reduced to its fair value. Determination of

impairment is based -on the consideration of such factors as’

operating results, business plans and estimated tuture cash
flows. Fair value is determined principally’ through the use of
the latest flnancral information. ,

Finance receivables—
Finance receivables are recorded at the present value of the
related future cash flows |nclud|ng residual values for finance

. leases.

Allowance for credit losses— |

Allowance for ‘credit losses are established to cover probable
losses on receivables resulting from the'inability of customers
to make required payments. The allowance for credit losses is
based primarily on the frequency of occurrence and loss sever-
ity. Other factors affecting collectibility are also evaluated in
determining the ‘amount to be provided.

Losses are charged te the allowance when it has been
determined that payments-will not be received and collateral
cannot be recovered or thé related collateral is repossessed
and sold. Any shortfall between proceeds received and the
carrying cost of repossessed collateral is charged to the
allowance. Recoveries are reversed from the allowance for
credit losses.

Allowance for residual value losses—

Toyota is exposed to risk of loss on the disposition of off-lease
vehicles to the extent that sales proceads are not sufficient to
cover the carrying value of the leased asset at lease termina-
tion. Toyota maintains an allowance to cover probable esti-

" mated losses related to unguaranteed residual values on its

owned portfolio. The allowance is evaluated considering pro-
jected vehicle return-rates and projected loss severity. Factors
considered in the determination of projected return rates and
loss severity include historical and market information on used
vehicle sales, trends in lease returns and new car markets, and
general economic conditions, Management evaluates the fore-
going factors, develops several potential loss scenarios, and
reviews allowance levels to détermine, whether reserves are

. considered adequate to cover the probable range of losses.

" The allowance for residual value losses is maintained in
amounts considered by Toyota to be appropriate in relation to
the estimated losses on its owned portfalio. Upon disposal
of the assets, the allowance for residual losses:is adjusted for

‘the difference between the net book value and the proceeds

-

from sale

(nventories are valued at cost, not in excess of market, cost
being determined on the "average-cost” basis, except for
the cost of finished products carried by certain subsidiary




companies which is deterrnfined‘on the "specific identification”
basis or “last-in, first:out” (“LIFO") basis. Inventories valued on
the LIFO basis totaled ¥233,440 million and ¥329,205 million
($2.802 miflion} at March 31, 2005 and 2008, respectively.

~ 'Had the first-in, first-out” basis been used for those compa-

nies using the LIFQC basis, inventories, would have been

¥31,894 million and ¥17.070 million ($145 million) higher,

than repoﬁied at March 31, 2005 and 2006, respectively.

Property, plant and equipment—

Property, plant and equipment are stated at cost. Major
renewals and improvements are capitalized; minor replace-
ments, maintenance and repairs are charged to current opera-
tions. Depreciation of property, plant and equipment is mainly
computed-on the declining-balance method for the parent
company and Japanese subsidiaries and on the straight-line
method for foreign subsidiary companies at rates based on

estimated -useful lives of the respective assets according to
general ¢lass, type of construction and use. The estimated

useful lives range from 2 to 65 years for buildings and from 2
to 20 years for machinery and equipmenf. )
Vehicles-and equipment on operating leases to third parties
- are originated by dealers and acquired by certain ¢consolidated
subsidiaries. Such subsidiaries are also the lessors of certain
property that they acquire directly. Vehicles and equipment on
operating leases are depreciated primarily on a straight-line
method over the lease term, generally 5 years, to the estimat-
ed residual valie. -

o Long-lived assets—

Toyota reviews its long-lived assets, including investments iri

affiliated companies, for impairment whenever events or

- changes in circumstances indicate that the carrying amount of
" an asset may not be recoverable. ‘An impairment loss would

be recognized when the carrying amount of an asset exceeds

the estimated undiscounted cash flows expected to result -

from the use of the asset and its eventual disposition. The
amount of the impairment loss to be recarded i calculated by
the excess of the carrying value of the asset over its fair value.
. Fair value is determined mainly using a dlscounted cash flow
valuation method

_Goodwill'and intangible assets—
Goodwill is not material to Toyota's consolidated balance
sheets, * ¢
Intangible assets consist mainly of software Intangible
assets with:a definite life are amortized on a straight-line basis
with estimated useful tives mainly of 5 years. Intangible assets
~ with an indefinite life are tested for-impairment whenever
events or circumstances indicate that a carrying amount of an
asset (asset group) may not be recoverable. An impairment
loss would be recognized when the carrying amount of an

.

) Employee benefit obhgatlons—

!

asset exceeds the estimated und|scounted cash flows used in
determlmng the fair value of the asset. The amount of the
impairment loss to be recorded is generally determined by the
difference between the fair value of the asset using a
discounted cash flow valuation method and the current
book value.

Toyota has both defined benefit and defined contnbut:on
plans for employees’ retirement benefits. Retirement benefit
obligations are measured by actuarial calculations in accor-
dance with a Statement of Financial Accounting_Standard
{"FAS") No. 87 Employers' accounting for pensions ("FAS
87"), "Accrued pension and severance costs” are determined
by amounts of obligations, plan assets, unrecognized prior
service costs and.unrecognized actuarial gains/losses. A mini-
mum pension liability is recorded for plans where the accumu-
lated benefit obligation net of plan assets exceeds the accrued
pension and severance costs.

Environmental matters—

Environmental expenditures relating to current operations are
expensed or capitalized as appropriate. Expenditures relating
1o existing conditions caused by past operatigns, which do not
contribute to current or-future revenues, are expensed.
Liabilities for remediation costs are recorded when they are
probable and reasonably estimable, generally no later than the
completion of feasibility studies or Toyota’s commitment to a

" plan of action. The cost of each environmental liability is esti-

* mated by using current technology available and various engi-

neering, financial and legal specialists within Toyota based on
current law. Such-liabilities do not reflect any offset for possi-

ble recoveries from insurance companies and are not dis--

counted. There were no material charges in these liabilities for
all periods presented.
Income taxes— )

The provision for mcome_I taxes is computed based on the

_ pretax income included in the consolidated statement of

-income. The.asset and liability approach is used to recognize
" deferred tax assets and liabilities for the expected future tax

consequences of temporary differences between the carrying
amounts and the tax bases of assets and liabilities. Valuation
allowances are recorded to reduce deferred tax assets when it
is more likely than not that a tax benefit will not be realized.

Derivative financial instruments—

Toyota employs derivative financial instruments, including for-
ward foreign ‘currency exchange contracts, foreign currency
options, interest rate swaps, interest rate currency swap
agreements and interest rate options to manage its exposure
to fluctuations in interest rates and foreign currency exchange
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rates, Toyota does not use derivatives for speculation or trad-
ing purposes. -Changes in the fair value of derivatives aré
recorded each period in current earnings or through other
comprehensive income, depending on whether a derivative is
designated as part of a hedge transaction and the type of
‘hedge transaction. The ineffective portion of all hedges is rec-
" ognized curreritly in operations.
!

Net income per share—

Basic net income per common share is calculated by dividing
net income by. the weighted-average number of shares out-
standing during the reparted period. The calculation of dilut-
ed net income per common share is similar to the calculation
of basic net income per share, except that the weighted-aver-
age number of shares outstanding includes the additicnal
dilution from the assumed exercise of dilutive stock options:

i

Stock-based compensation—

. Toyota measures compensation expense for its stock-based

compensation-plan using the intrinsic value method. Toyota
accounts for the stock-based compensation plans under the
recognition and measurement principles of the Accounting
Principles Board ("APB") 'Opinion No. 25 {"APB25"),
Accounting for Stock issued to Employees, and related

Interpretations. No stock-based compensation cost is reflected

in net income, as all options granted under those plans ‘had

an exercise price higher than the market value of the underly-

ing common stock on the date of grant. The following table

illustrates the effect on net income and earnings per share if

the company had applied the fair value recognition provisions

of FAS No. 123, Accounting for Stock-Based Compensation

{"FAS 123"), to-stock-based employee compensation. See

note 18 to the consolidated financial statements for weight- Coe
ed-average assumptions used in option pricing model. :

U.S. dollars

‘Yen in millipns in millions
. ) Far the year ended
For the years ended March 31, March 31,
2004 i 2005 2006 2006
Net income ) ’ . '
AS TEPOMET Lot Do e e reen s ¥1,162,098 - ¥1,171.260 ¥1,372,180 $11,681
Deduct: Total stock-based compensation expenses E ’
determined under fair value based method - - - .
for all awards, et of related tax effects.......... {1,292) (1,571) {1,449) .{12)
PIO FOIMA.. v s ene e e eeeneeeee ¥1, 160,806 ¥1,169,689 ¥1,370,731 $11,669
Net income per share
—Basic As reported ... ¥342.90 ¥355.35 ¥421.76 $3.59 -
' Pro forma 342.51 354.87 421.32 3.59
—Diluted A 1epOMRU . oo e ...... ¥342.86 ¥355.28 ¥421.62 $3.59 '
Pro forma. 342 48 354.80 421.18 3.59 ° ~

- 3 . .

Other comprehensive income— ‘
Other comprehensive income refers to revenues; expenses,
gains and losses that, under accounting principles generally
accepted in the United States of America are included in com-
prehensive income, but are excluded from net income as these
amounts are recorded directly as an adjustment to sharehold-

ers' equity. Toyota's other comprehensive,income is primarily

1Y

+
1
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“adjustments, gains/losses on certain derivative instruments
" and adjustments attributed to additional minimum pension

comprised of unrealized gains/losses on marketable securities
designated as available-for-sale, foreign currency translation

liabilities associated W|th Toyota's defmed benefit pension

plans.




Accountlng changes—

In December 2004, FASB issued FAS No. 153, Exchanges of
Nonmonetary Assets—an amendment of APB Opinion.No. 29
{“FAS 153%). The guidance in APB Opinion No. 29, Accounting
for Nonmonetary Transactions, is based on the principle that
exchanges of nonmonetary assets should be measured based
on the faif value of the asséts exchanged. The guidance in
that Opinion; however, included certain exceptions to that
principle. FAS_ 153 amends Opinion 29.to eliminate the excep-

tion for nonmonetary exchanges of similar productive assets -

and replaces it with a general exception for exchanges of non-
monetary assets that do not have commercial substance. A
nonmonetafy exchange has commercial substance if the
future cash flows of the entity are expected to change signifi-
cantly as a result of the exchange. Toyota adopted FAS 153
for nonmonetary asset exchanges occurring in and after fiscal
periods begun after June 15, 2005, The adoption of FAS 153
did not have material impact on Toyota s consolidated finan-
cial statemernits.

In March 2005, FASB issued the FASB Interpretation No. 47,
Accounting for Conditional Asset Retirement Obligations—an

interpretation of FASB Statement No. 143 ("FIN 47"). This
Interpretation clarifies that the term conditional asset retire- .

ment obligation as used in FASB Statement-No. 143,
" Accounting for Asset Retirement Obligations, refers to a legal

obligation to perform an asset retirement activity in which the

timing and {or) method of settlement are conditional on a

future event that may or may not be within the control of the

entity. FIN 47 requires a company to recognize a liability for

the fair value of a conditional asset retirement obligation if the
- fair value of the liahility can be reasonably estimated. The fair
value of a liability for the conditicnal asset retirement obliga-
tion should be recognized when incurred. Toyota adopted FIN
47 in-the fiscal periods ended after December 15, 2005. The
adoption of FIN 47 did not have material impact on Toyota s
consol:dated financial statements.

Recent pronouncements to be adopted in future
periods—
in November 2004, FASB issued FAS No. 151, Inventory
Costs—an amendment of ARB No. 43, Chapter 4 ("FAS 1517},
FAS 151 amends the guidance in ARB No. 43, Chapter 4,
“Inventory Pricing,” to clarify the accounting for abnormal
amounts of idle facility expense, freight, handling costs, and
" wasted material (spoilage). Paragraph 5 of ARB 43, Chapter 4
previously stated that “...under some circumstances, items
such as idlé facility expense, excessive spoilage, double freight,
and rehandling costs may be so abnormal as to require treat-
- ment as current period charges...”..FAS 151 requires that
. those items be recognized as current-period charges regard-
less of whether they meet the criterion of “so abnormal.”

3

In addition,-this Statement requires that allocation of fixed
production overheads to the costs of conversion be based on
the normal capacity of the production facilities. FAS 151 is
effective for inventory costs incurred during fiscal years begin-
ning after June 15, 2005. Management does not expect this
statement to have a material impact on Toyota's consolidated
financial statements. '

In December 2004, FASB issued FAS No. 123(R), Share-
Based Payment {revised 2004) ("FAS 123(R)"). FAS 123(R) is a

“revision of FAS 123; supersedes APB 25, and its related imple-

mentation guidance. FAS 123(R) requires a public entity to
measure the cost of employee services received in exchange
for an award of equity instruments based on the grant-date
fair value of the award. That cost will be recognized over the
period during which an employee is required to provide ser-
vice in exchange for the award. FAS 123(R) also requires a

. public entity to initially measure the cost of employee services

received in exchange for an award of liability instruments
based on its current fair value; the fair value of that award will
be remeasured subsequently at each repomng date through

the.settlement date. Changes in fair value will be recognized -

as compensation cost over that period. Although Toyota is

“required to implement the standard as of the beginning of the

first intérim or annual period that bégins after June 15, 2005
under Statement Mo. 123(R), the Securities and Exchange
Commission has amended the compliance date and Toyota is
required to adopt the Standard for the year ending March 31,
2007. Management does not expect this statement to have a
material impact on Toyota's consolidated financial statements.

In May 2005, FASB issued FAS No. 154, Accounting
Changes and Error Corrections—a replacement of APB No. 20
and FAS No. 3 ("FAS 154"). FAS 154 replaces APB Opinion
No. 20, Accounting Changes, and FASB Statement No. 3,

" Reporting Accounting Changes in Interim Financial

Statements, and changes the requirements for the accounting
for and reporting of a change in accounting principle. FAS
154 applies to all voluntary changes in accounting principle. It

also applies to changes required by an accounting pronounce- |

ment_when the pronauncement does not include -specific
transition provisions. APB Opinion 20 previously required that

‘most voluntary changes in accounting principle be recognized -

by including in net income of the period of the change the
cumulative effect of changing to the new accounting princi-
ple. FAS 154 requires retrospective application to prior peri-

ods' financial statements of changes in accounting principle.
" FAS 154 is effective for accounting changes and ‘corrections of

errors made in fiscal years beginning after December 15,
2005, The impact of applying FAS 154 will depend on the
change, if any, that Toyota'may identify and record in future
periods. ‘
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" In February 2006, FASB issued FAS No. 155, Accounting for
Certain Hybrid Instruments ("FAS 1557}, which permits, but
does not require, fair value accounting for any hybrid financial
instrument that contains an embedded derivative that would
otherwise require bifurcation in accordance with FAS No. 133,
Accounting for Derivative Instruments and Hedging Activities
{"FAS 133"). The statement 'alsol subjects beneficial interests
issued by securitization vehicles to the requirements of FAS

" 133. FAS 155 is effective as of the beginning of first fiscai year

that begins after September 15, 2006. Management does not
expect this statement to have a material impact on Toyota's

. consolidated financial statements, - -

3, U.S. dollar amounts:

In March 2006, FASB issued FAS No. 156, Accounting for

“Servicing of Financial Assets ("FAS 156"), which amends FAS

No. 140, Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabifities (*FAS 140"}, with
respect to the accounting for separately recognized servicing
assets'and servicing liabilities. FAS 156 is effective as of the

-beginning of first fiscal year that begins after September 15,

20086, with earlier adoption permitted. Management does not
expect this statement to have a.material impact on Toyota's
consolida_ted financial statements.

Reclassifications— _
Certain prior year amounts have been reclassified to conform
to the presentations for the year ended March 31, 2006.

U.S. dollar amounts presented in the consolidated financial
statements and related notes are included solely for the con-

. venience of the seader and are Unaudited. These translations

should not be construed as representations that the
yen amounts actually represent, or have been or could be

4. Supplemental cash flow information:

converted into, U.S. dollars. For this purpose, the rate of
¥117.47 = US. $1, the approximate current exchange rate at
March 31, 2006, was used for the translation of the accompa-

.nying consolidated financial amounts of Toyota as of and for

the year ended March 31, 2006.

Cash payments for income taxes were ¥627,483 million,
¥694,985 million and ¥730,469 million ($6,218 million)- for
the years ended March 31, 2004, 2005 and 2006, respective-
ly. Interest payments during the years ended March 31, 2004,

2005 and 2006 were ¥203,257 million, ¥226,615 million and -

¥332,337 million ($2,829 million), respectively.

5. Acquisitions. and dispositions:

Capitél lease obligations of ¥4,826 million, ¥3,571 million |
and ¥6,673 million {$57 miltion} were incurred for the years
ended March 31, 2004, 2005 and 2006, respectively.

During the year ended March 31, 2004; Toyota acquired addi-
tional ownerships in the following four contract manufactur-
ers, Toyota Auto Body Corporation, Kanto Auto Works LTD,
Central Motor CO., LTD, and P.T. Toyota Motor
Mahufacturing Indonesia. All of them are primarily engaged in
manufacturing Toyota brand vehicles.” Until the date of each
acquisition, Toyota accounted for its investments in these con-

tract manufacturers by the equity method because Toyota was

considered to have significant influence of these companies,
Subsequent to the date of each acquisition, Toyota's consoli-
dated financial statements include ‘the accounts of these con-
tract manufacturers, The fair values of assets acquired and
liabilities assumed at the dates of acquisition based on the
allocation of the aggregate purchase price for these acquisi-
tions are as follows: v

~ Yen in millicns

“For the year ended
March 31, 2004
. Assets acquired ..., e erreres e U SO ¥ 488,939
Liabilities assumed .........c........ SO S N e e e R R b (372,277)
IINOTITY INTETEST. ...ttt e o) ettt e h e e a skt b e et e (97.008)
GOOTWIIL ... e e S R e e . 9,557
Less—Cash acquured (11,703)
NET CASN PAIT ..o\ivevvveee s eesecesseeeeseensetersesarsenrssoees rasaesessersoesseesssnes rresserasserssssssesnssesseeersesssanssresesessesosssssesnrossesansersssenssinsnssd

¥ 17,508
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Pro forma information related to these acquisitions is not During the years ended March 31, 2004, 2005 and 2006,

included because the impact of these acquisitions, either indi-  Toyota. made a number of other acquisitions, however assets
vidually orin the aggregate, on Toyota’s consolidated results  acquired and liabilities assumed were not material.
of operations is not considered to be‘matericjl. :

N

6. Marketable securities and other securities investments: -
Marketable securities and other securities investments include debt and equity securities for which the aggregate cost, gross
unrealized gains and losses and fair value are as follows: o )

H : ’ . .. Yenin millions
‘ March 31, 2005
o S - Gross Grass
AN L . . . unrealized unrealized Fair
’ R ; - Cost gains’ losses value
" Available-for-sale . K - ) .
Debt secu.'rities ......................... NPT ¥2,205,420 ¥ 14,113 ¥6,928 - ¥2,212,605
EQUILY SECUTIEIES .....oeoeocee st 451,903 453,494 593 904,804

TOMAL ..t oot e nesr s s s ¥2,657,323 ¥467,607 ¥7,521 _¥3,117,409

Securities not practicable to determine fair value

.,

DIEbt SECUMTIES. .. 1tiee e ereees e e e ettt e e .. ¥ 19,917 i
Equity securities 109,940 . ' .
L= OO OO PP ST PTSPTPPROeTs SO P P .. ¥129,857 : '
;‘ ' Yen in millions
' . March 31, 2006
F . Gross Gross
- . : . unrealized unrealized Fair
! ’ Cost gains losses value
Available-for-sale . .
Dbt SECURITIES......coivi e e e ¥2,432,905 ¥ 4,597 ¥29,356 . ¥2,408,146
EQUItY SECLIRHES ..o.ervvveoerceereesre oo 661,412 807,937 198 1,469,151
TOHal e ¥3,094,317 ¥812,534 ¥295,554 ¥3,877,297
Securities not practicable to determine fair value . -
Dbt SECUMIES. ..v...vnsvresrresnsoeeseeanees e e s ¥ 18,863
EqQUity SECUMtIES ...eveeeeee e s ' 141,242 , -
Total ... ¥160,105
U.5. dollars in millions
) . March 31, 2006
’ . ’ v Gross Gross .
T . , .o unrealized unrealized - Fair
‘ - . , Cost ™ - gains losses value ™
Available-for-sale . R ' '
Debt secuntles' .......................................... $20,711 $ 39 $250 $20,500
EQUILY SECLITIES. vy reescerecsimass e eeeerens! - 5,630 " 6,878 1 12,507
Total ..o PSSO OOPPOPPISt S RO . $26,341 $6,917 $251 $33,007
Securities not practicable to determine fair value !
Dbt SECUMLIES....oivitr et e $ 161
1,202
$1,363 . .
| -
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- Unrealized losses continuously over a 12 month. period or
‘more in the aggregate were not material at March 31,°2005

and 2006,
At March 31, 2005 and 2006, debt. securities classified as

available-for-sale mainly consist of govérnment bonds and”

corperate debt securities with maturities from 1 to 10 years.
Proceeds from sales of available-for-sale securities were

- ¥183,808 million, ¥121,369 million and ¥157,707 million

($1,342 million) for the years ended March 31, 2004, 2005
and 2006, respectively. On those sales, gross realized gains

were ¥8,780 million, ¥14,551 mllllon and ¥2,104 million (318 .

million) and gross realized losses were ¥139 million, ¥231 mil-
lion and ¥1,207 million ($10 million), respectively.

During the year ended March 31, 2006, in accordance with
EITF Issue No. 91-5, Nonmonetary Exchange of Cost-Method
investments, Toyota reclassified ¥143,366 million ($1,220 mil-
lion) of gain from Unrealized ‘gains on securities included in
the "Accumulated other comprehensive income® on the con-
solidated balance sheet to Other income included in the

“Other income, net” on the consolidated statement of _

income, The gain was recognized based on the merger
between UFJ Holdings, Inc. and Mitsubishi Tokyo Financial
Group, Inc. on Octaber 1, 2005, and determined as the
amount between the cost of the pre-merger entity, UF)
Holdings, Inc. common shares which Toyota had continuously
held and the fair market value of the post-merger entity,

Mitsubishi UFJ Financial Group, Inc. common shares which

7. Finance receivables:

Tbyota received in exchange for UFJ Holdings, Inc. common
shares. The gain was non-cash gain and included in the cost
of the available-for-sale equity securities as of March 31,
2006. _

During the years ended March 31, 2004, 2005 and 2006,
Toyota recognized impairment losses on available-for-sale
securities of ¥3,063 million, ¥2,324 million, and ¥4,163 mil-
lion {$35 million), respectively, which are included in "Other
income, net" in the accompanying consolidated statements of
income. '

In the ordinary course of business, Toyota maintains long-
term investment securities, included in "Marketable securities
and other securities investments” and issued by a number of
non-public companies which are recorded at cost, as their fair

- valuesiwere not readily determinable. Management employs a

systematic methodology to assess the recoverability of such
investments by reviewing the financial viability of the underly-
ing companies and the prevailing market conditions'in which
these companies operate to determine if Toyota's investment
in each individual company is impaired and whether-the
impairment is other-than-tempaorary.*Toyota performs this
impairment test semi-annually for significant investments
recorded at cost. If the impairment is determined to be other-
than-temporary, the cost of the investment is written-down by
the impaired amount and the losses are recogmzed currently -
in operations. .

Finance receivables consist of the following:

U.S. dallars
Yen in millions in millions. -
March 31, March 31,
2005 2006 2006

RETAI1 Lt ettt et et b et e rb e sa et ebe et eanereans ¥ 4,716,961 ¥ 5,930,822 $ 50,488
FIMAMER [EASBS ... veeeeiiieieeeiete et eec it e e emc et e cteemeete e e easeesesmeab e srssessnsanessersanbbessesnreenraes 756,732 741,280 .6,310
Wholesale and cther dealer loans................... e e e e e s 1,773,440 1,998,814 17,016
7,247,133 8,670,916 73.814

Deferred origination COStS ........ooceeeeereere. ST SRR e ————— 65,189 92,798 T 790
Unearned income . c (233017 (334,796) . {2,850)
Allowance for credit losses ................ SR e, e e (91,829 {101,383} (863)
Total finance receiVabIEs, NBL...........coocice e eccu st e e s st st resssrte s st r et seneeeeen 6,987.076 8,327,535 70,891
Less—Current portion .. R (3,010,135) (3,497,319) (29,772)
Noncurrent f:nance recewables, net .................................. ¥ 3,976,941 ¥ 4,830,216 .$41,119




The contractual maturities of retail recewables the future minimum lease payments on ftnance leases and wholesale and other

dealer Ioans at March 31, 2006 are summarized as follows: .

1

Yen in millions .5, dollars in millions

' Whotesale Wholesale

- Finance and other Finance and other

Years ending March 31, Retail lease " dealer loans Retail _lease dealer loans
2007 oot ¥1,692,889 ¥194,384  ¥1,664,365 $14.411 $1,655 $14,168
2008.. 1,497,693 124,726 © 99,217 12,749 1,062 ’ 845
1,227,787 99,718 95,581 10,452 849 814

. 820,275 . 37,035 53,532 6,983 315 456

404,888 15,239 56,384 . 3,447 129 480

. 287,290 1,623 29,735 - 2,446 14 ~ 253

) . ' ¥5,930,822 ¥472,725  ¥1,998,814 $50,488 $4,024 $17.016

. Finance |eases ¢onsist of the following:

i ' U.S. dollars

R ' Yen in millions in millions

L March 31, March 31,

2005 . 2006 2006

. Minimum lease PAYMENTS 1.yt s oottt ¥485,696 ¥ 47;.725 $4,024
Estimated unguaranteed residual VAIUES ... e, 271,036 268,555 2,286
o o 756,732 741,280 '6,310

Deferred origination QTS - vmss e ees et R AR e " 1,900 -1,462 - 12
Less—UMEAIABH INCOME. ....oiviiiririrerirnesreiastrrserrmressessesasiaasieesstsaanssseessemmsscenssanesreammnseetbetbarenns (71,702) (102,241} {(870)
Less—Allowance for credit l0sses ................. . " {6,502} (6,140} (52)
FINANCE 83585, MET....iiviviiieieiet st sterestvemsts e eeneeeten e st sbessnsssstanntesrssnsnsreeremsrreneeneene* YOB0,428 ¥ 634,361 $5,400

Toyota maintains a program to sell retail and lease finance
receivables. ‘Under the program, Toyota's securitization trans-

thus Toyota achieves sale accounting treatment under the
provisions of FAS 140. Toyota recognizes a gain or loss on the
sale of the finance receivables upon the transfer of the receiv-

retains servicing rights and earns a contractual servicing fee of
1% per annum on the total monthly outstanding principal
balance of the related securitized receivables In a subordinat-
ed capamty, Toyota retains interest-dnly strips, subordinated
securities, and cash reserve funds in these securitizations, and

actions are generally structured as qualifying SPEs (“QSPE”s),

ables to the securitization trusts structured as a QSPE. Toyota

these retained interests are held as restricted assets Subject to
limited recourse provisions and provide credit enhancement to

the senior securities in Toyota's securitization transactions. The ~°

retained interests are not available to satisty any obligations of
Toyota. Investors’in the: securitizations have no recourse to
Toyota beyond Toyota's retained subordinated interests and
any-amounts drawn on the revolving liquidity notes. Toyota’s
exposure to these retained interests exists until the associated
securities are paid in full. Investors do not have recourse to
other assets held by Toyota for failure of obligors on the
receivables to pay when due or otherwise.
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March 31, 2004, 2005 and 2006.

" The following table summarizes certain cash flows.received from and pald to the securitization trusts for the ‘years ended

A

. . LLS. dollars
Yen in millions in millions
. For the yaar ended
For the years ended March 31, March 31,
2004 2005 2006 2006
Proceeds from new securitizations, net of purchased s .
and retained securities.. ¥168,135 ¥ 48,958, ¥ 88,698 - $755
- Servicing fees received ............ccooovi s s 6,860 3,762 | 2,297 20
Excess interest received from interest only Strips..........ocvvvniiceinns 20,514 9,140 4,219 ~ 36
Repurchases of receivables.........ooo (33.614) (34,675} (50,086) (426)
Serwcmg advances... {792) {215) (453) (4
Reimbursement of senvicing and matunty advances 1,358 860 793 } 7

Toyota sold finance receivables under the program and rec-
ognized pretax gains resulting from these sales of ¥5,608 mil-’
lion, ¥323 million’ and ¥837 million ($7 million) for the years
ended March 31, 2004, 2005 and 20086, respectively, after
providing an allowance for estimated credit losses. The gain
on sale recorded depends on the carrying amount of the
assets at the time'of the sale. The carrying amount is allocated
between’ the assets sold and the retained interests based on
their relative farr values at the date of the sale. The key eco-
nomic assumptions initially and subsequently measuring the

fair value of retained interests include the market interest rate

* completed during the years ended March 31, 2004, 2005 and 2006 were as follows: ,

.

‘environment, severity and rate of credit losses, and the

prepayment speed of the receivables. All key economic
assumptions used in the valuation of the retained interests are
reviewed periodically and are revised as considered necessary.

At March 31, 2005 and 2006, Toyota's retained interests -
relating to these securitizations include interest in trusts, intet-
est-only strips, and other receivables, amounting to ¥18,896
million and ¥18,316 million ($156 million), respectively.

Toyota recorded no impairments on retained interests for
the years ended March 31, 2004, 2005 and 2006. Those
impairments were calculated, if any, by discounting cash flows
using management’s estimates and other key economic
assumptions.

. Key economic assumptions used in measuring the fair value of retained interests at the sale date of securitization transactlons

For the years ended March 31,

. 2004 2005 - 2006
Prepayment speed related 10 SECUMLZALIONS ..........o.cvcorovvrreooreeosseeeerseomseesssoeeresseeeoereseeenee 1.0%-1.5%  0.7%—1.1%  0.7%-1.4% -
 WEIGHTET-aVErage ife (IN YEATS) ......vvservvvsiosssceressssisressicesnes s sss s s 1,70-1.85 1.85 1.72-2.06
Expected ANNUAL Credit IOSSES.....o.ivcececcce e e e 0.50%-0.80% 0.30%  0.05%-0.18%
Discount rate used on the subordinated secufrities.. 5.0% — —
Discount rate used on ‘other retamed interests .. 8.0%-15.0% 15.0% 5.0%

Expected cumulative static pool losses over the life of the
securitizations are-calculated by taking actual life to date
losses plus projected losses and dividing the sum by the origi-
nal-balance of each pool of assets. Expected cumulative static

pool credit losses for the retail loans securitized for the years
ended March 31, 2004, 2005 and 2006 were 0.41%, 0. 40%
and 0.19%, respectively.




The key economic assumptions and the sensitivity of the current fair value of the retained interest to an immediate 10 and 20
percent @dﬁerse change in those economic assumptions are presented below. ‘

'

U.S. dollars

IR .o : ' Yen in millicns in millions
March 31, March 31,
. 2006 2006
Prepayment speed assumption {annual rate) ... e, oeeencrrenelenisninissees e, 0.7%1.5%
impact on fair value of 10% adverse change .........cc..... s et e ¥(136) - 14))]
impact on falr value of 20% adversechange.................,....,‘......f........' ............................................... 3 {271) (2)
Residual cash flows discount rate (annual rate)... . 5.0%—12.0%

Impact on fair value of 10% AUVESE CRANGE ........coovveeroeerecoeeveeeersasissassseesns s rsrssssrensseniss s cecesssesecs ¥(172) 4]
Impact on fair value of 20% adverse change ... s {341} , {3)
Expected credit losses (annual fate)...........c.ocrvnnnernnnn et e e eeet e e e 0.05%0.41% T
Impact on fair value of 10% adverse ChANGE ........oce...ooeeece e rns s srese s sceseeece e ceaeeeencecneans ¥ (56) - $(0)

* Impact on fair value of 20% adverse change............. I e e (125) . (1

These hyfjot'hetical scenarios do not reflect expected market
conditions and should not be used as a prediction of future

- performance. As the figures indicate, changes in the fair value

interest is calculated without changing any other-assumption.
Actual changes in one factor may result in changes in another,

which might magnify or counteract the sensitivities. Actual ’

.may not be linear. Also, in this table, the effect of a variation  cash flows may differ from the abave analysis.

in a pamcular assumptnon on the fair value of the retained

Outstanding receivable balances and delinquency amounts for managed retail and lease recelvables wh|ch include both
owned and securitized receivables, as of March 31, 2005 and 2006 are as follows:

- N ~ . : . U.5. dollars
. " : Yen in millions in millions -
March 31, March 31,
2005 2006 2006
Principal-amount outstanding............c.c..cee... A g s ene e e s -¥5 520,484 °  ¥6,543,496 $55,704
Delinquent amounts over 60 days or more ... e b b 23,396 ‘32,799 © 279
: . ~ . . ' -

Comprised of: o , L
RECEIVADIES DWNEH .ovvvoilrecerrearvecessaensiecss s ¥5,240,276  ¥6,337,306 $53,949
Receivables securitized ...........c..ccooveoveneiiiivirininn e et eeieeeirnetanrenas ' 280,208 206,190 1,755

7 ! T A i . y :
Credit losses, net of recoveries attributed to managed retail and Jease receivables for the years ended March 31, 2004, 2005
and 2006 totaled-¥48,01 1 million, ¥34,455 million and ¥46,427 million ($395 million), respectively.

8. Other recewables
Other receivables relate to arrangements with certain component manufacturers whereby Toyota procures inventory for these

* component manufacturefs and is reimbursed for the related purchases.

9. Inventories: . R to .

Inventories consist of the following:

. " U.S. dollars
‘ Yen in millions in millions
lf March 31, March 31,
; 2005 . 2006 2006

Finished goods........... ettt ettt an et eee e rere s ¥ 890,118 ¥1,097,203 $ 9,330
Raw materials... e 189,675 221,285 1,884
WOTK TN PIOCESS 11ttt eb st 179,943 239,450 2,038
SUPPIES AN OLREE ....ee.eoeveeeee et s s ase s ece oo e mms s rcares e eneans] 46,973 » 63,037 537
r . J . ¥1,306,709 ¥1,620,975 *$13,799
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10. Vehicles and equipment on operating leases: :
Vehicles and equipment on operating leases consist of the following:
; T - U.5. dollars
. ' o Yen in millions in millions -
March 31, March 31,
2005 ° 2006 2006
Vehicles ..o et eer e E ey e r e et ate e et eear et er e e e snn e LR SR ¥1,736,238 ¥2,503,064 . $21,308
‘Equipment................... et ettt n et en et ra e sme e ne s neene e st e ene s senne e enn e 92,459 102,362 871
‘ Lo v ' 1.828,697 2,605,426 22,179
Less—Accumulated depreCiation ..........c.ociiei i e e (424,609) {579.896) (4,936)
Vehicles and equipment on 0perating [ 3585, NEt.......c....ccrerievrinereivrosenieeieanaes ¥1,404,088 ¥2,025,530 $17,243

- 1

”

4

Rental income from vehicles and equipment on dperating leases was ¥267,252 million, ¥291,205 million and ¥395,870 mil-
lion (53 370 million} for the years ended March 31, 2004, 2005 and 2006, respectlvely Future minimum rentals frorn vehicles '

and equipment on operating leases are due in installments as follows:

Years ending March 31,

U.S. dollars

Yen in millions in millions

2007 ovvvooesessveonsvaonsssesesessssssses s ssesnss et eems e eenerees s seesseeia s oo enoeees e ereeees e e eens e st ¥404,750 - $3,446

2008 ..o e RS 314,638 2,679

ZOOG oo ettt e e nen et see s meeme e e st e e s reemeisDenscnre s etk e e et s enearenre s e ennn 176,244 -, 1,500

2010 .............................. 59,484 506

Thereafter R 10,168 - 87
Total mninimum future rentals... e ¥OT9,895 $8:342
The future minimum rentals as shown above should not be considered indicative of future cash collections.

11. Allowance for doubtful accounts and credit losses: . e

An analysis of activity within the allowance for doubtful accounts relating to trade accounts and notes receivable for the years

ended March 31, 2004, 2005 and 2006 is as follows:

U.S. dollars

" Yen in millions - in mitlions

- ' For the year ended
For the years ended March 31, March 31,.

. ' 2004, 2005 2006 2006
Allowance for daubtful accounts at beginning of year .... ¥53,172 ¥61,421 ¥55,751 $475
Provision for doubtful BCCOUNTS ...........ceciviirircn e 16,540 15,752 10,361 v 88
WIHE-OFTS .o (2,598) (12,855) (1,819) (15)
ORET ottt s et etreere e (5.993) (8,267) (2,205) (19)

Allowance for doubtful accounts at end of year.........c..ccecerveeneces ¥561,121 ¥55,751 ¥62,088 $529

. The other amount includes the impact of consoclidation and

deconsolidation of certain entities due to changes in owner-
ship interest and currency translation adjustments for the
years ended March 31, 2004, 2005 and 2006.

A portion of the allowance for doubtful accounts balance at
March 31, 2005 and 2006 totaling ¥37,095 million and
¥42,597 million ($363 million), respectively, is attributed to

' certain non-current receivable balances which are reported as

other assets in the consolidated balance sheets.

A




An analysrs of- the allowance for credrt losses relatlng 1o finance recervables and vehicles and equrpment on operatmg leases

for the years ended March 31,-2004, 2005 and 2006 is as follows

e U.S. dollars
b Yen in millions in millions
" For the year ended
For the years ended March 31, March 31,
2004 2005 2006 2006
Allowance for credit Iosses at beginning of year ............. ST " ¥116,888 ¥87,462 ¥ 91,829 $782
" PIOVISION OF CTEAIt KSSES.........vveevoecccris v g 66,598 47,402 ' 52,285 445’
Charge—of‘fs, net of recoveries ‘ ....................... . (92,835) . {44,587} (50,324} T (428)
OURIEE oo oo heeeses e eee oo eeese s e e (3,189) 1,552, 7.593 . 64
. Allowance for credit losses at end Of YEar .........ccovviiiivecinicnnnees ¥ 8?,462 ¥ ,829 ¥101,383 - $883

The other amount pr;marrly mcIudes the impact of currency translatlon adjustments for the years ended March 31 2004,

2005 and 2006

.

)

12. Affiliated rdmpanies and variable interest entities:

" Investments in and transactions with affiliated companies—
Summanzed financial information for affiliated companies accounted for by the eqwty method is shown below

t : -t o ! U.5. dollars
4 - - ) " ¥Yen in millions in millions
Lo . s s . . March 31, March 31,
3 ) R 2005 2006 2006
Current assets ................ TN L, SR ¥ 5,282,960 ¥ 6,259,683 $ 53,288
NOPICUFTENE BSSELS .o eerseereeereeeeescers ettt § : 8,017,220 . 10,148.606 - 86,393
Total ASSELS ...,/ oovcccer s N SO ¥13,300,180 ' ¥16,408,289 $139,681
Current Iiabililties TS U SPRTTTOUPPPITN ¥ 3,982,816 ¥ 4,925,104 $ 41,927
LONG-term HabitIES, . ..vrvvev e T 4,167,042 5,262,042 . 44,795
Sharaholders” QUITY ..o il oot 5,150,322 6,221,143 . 52,959
" Total liabilities and shareholders’ equity .. ¥13,300,180  ¥16,408,289 $139,681
Toyota’s share of shareholders’ equity ¥ 1,556,236 ¥ 1,820,717 $ 15,499 - .
i - . Number of affiliated companres accounted for by the equity method at end of perrod 56 56
| . R
| . oy .. R U.S. dollars
v . ) Yen in millians \ in millions
| o . . For the year ended
| [ s For the years ended March 31, - March 31,
. i C ‘ ;2004 2005 2006 2006
Net revenues... ¥13,187,869  ¥15359,634  ¥18,332,304 - $156,059
Gross profit ¥ 1,650,233 ¥ 1,900,344 ¥ 2,197,699 $ 18,709
Net income .i.. ¥ 403,213 ¥ - 420,640 ¥ 559,636 $ 4,765

Entities comprising a significant portion of Toyota’s invest- ,
! ment in affiliated companies inctude Densc Corporation; Aisin
Seiki Co., Ltd.; Toyota' Industries Corporation; Toyota Tsusho
Corporatlon and Toyota Boshoku Corporation,

Certain affiliated companies accounted for by the equrty K
method with carrying amounts of %¥1,235,535 million and

oF

¥1,487,708 million ($12,665 million) at March 31, 2005 and
2006, respectively, were quoted on various established mar-
kets at an aggregate value of ¥1,827,725 million and.
¥2,818, 476 million $23 993 mll'.lon) respectrvely
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Account belances and transactions with affiliated companies are presented befow:

B u.s. dollars
, Yen in millions in millions
March 31, March 31,
. 2005 2006 2006
Trade accounts and notes recéivable, _and other receivables ... ¥179,519 ¥221,006 $1,881
Accounts payable and other payables................ et ettt ' 463,870 ' 551,514 4,695
\ U.S. dollars
. Yen in milions in millions
For the year ended
" For the years ended March 31, March 31,
‘2004 2005 2006 2006
Net revenues ¥ 883,112 ¥1,150,523, ¥1,394,071 $11,867
Purchases ........................... - 2,577,696 2,923,325 3,356,626 28,574

_ Dividends from affiliated cornpanies accounted for by the *
equity method for the years ended March 31, 2004, 2005 and
2006 were ¥15,722 million, ¥22,164 millign and ¥30, 011

_million (5255 m||||on) respectwely

Variable Interest Entities—

Toyota enters-into securitization tfansactior}s with certain
special-purpose entities. However, substantially afl securitiza- .

tion transactions are with entities that are qualifying

special-purpose entities under FAS 140 and thus no material
variable interest ent_ities {"VIEs") relating to these securitiza-
tion transactions. .

Certain joint ventures in which Toyota has |nvested are VIEs -
for which Toyota is not the primary beneficiary. However, nei-
ther the aggregate size of these joint ventures.nor Toyota's
involvements in these entities are material to Toyota s consoh—
dated financial statements.

13. Short-term borrowings,an’d long-term debt:

‘Shart-term borrowings at March 31, 2005 and-ZOOG consistl of the following:

B : u.s. dollars
. . Yen in millions - in millions
' - N March 31, March 31,
7 2005 . 2006 2006
Loans, principally from banks, with a weighted-average interest ’ '
at March 31, 2005 and March 31, 2006 of 1.58% and of 2.20% __— . . )
- PEr anaLm, respectively ...............co..., e ¥ 789,801 ¥ 986,128 . $ 8395
Commercial paper with a welghted average interest =y - S
at March 31, 2005 and March 31, 2006 of 2.81% and of 3. 32% o . .
hY
"per annum, respectlvely PP OO PR [ © 1,592,026 2,046,891 17,425
‘ : '¥2,381,827  ¥3,033,019 $25,820

As of March 31, 2008, Toyota has unust_ed shart-term linés
of credit amounting to ¥2,427,218 million ($20,662 million)
of which *{561,667 million ($4,781 million) related to

commercial paper progroms Under these programs, Toyota is
authorized to obtain short-term financing at prevailing mter-
est rates for perlods not in excess of 360 days




Long-term debt at March 31, 2005 and 2006 comprises the fo[lbwing:

: . C - . . U.S. dallars

i + Yen in millions in millions

K ’ March 31, March 31,
- 2005 2006 B 2006

. "Unsecured loans, representing obligations principally to banks,
due 2005 10"2025 in 2005 and due 2006 to 2025 in 2006
. with interest ranging from 0.05% to 27.00% per annum in 2005

and from 0.04% to 20.00% per annum in 2008.............ccvmeieviimnmeinriimmmiiseenieen. . ¥ 894,212 ¥ 1,009,001 $ 8,589
Secured loans,irebrelsenting obligations principally to banks,
.+ due 2005 t0 2019 in°2005 and due 2006 to 2019 in 2006
with interestflranging from 0.35% to 5.60% per annum in 2005 . .
and from 0.35% to 5.60% per annum in 2006... . 24,320 15,766 - 134
Medium-term notes of consolidated subsidiaries, due 2005 to 2035 in 2005
and due 2006 to 2035 in 2006 with interest ranging from 0.01% to 7.5%% .
per annum in_' 2005 and from 0.01% to 9.75% per annum in 2006 .............ccoieeeenn.. .3,447,104 . 4,364,260 37,152
Unsecured_,nofgs of parent company, due 2008 to 2018 in 2005 ) ’ ’ : ’
and due 2008 to 2018 in 2006 with interest ranging from 1.33% to0 3.00% L
per annum in 2005 and from 1.33% to 3.00% per annum in 2006 ................. U 500,000 "+ 500,000 4,256
Unsecured nates of consolidated subsidiaries, due 2005 to 2031 in 2005 .
and due 2006 to 2031 in 2006 wnh interest ranging from'0.27% to 7.00% )
per annum in 2005 and from 0. 34% 10 7.11% per annum’in 2006 ............................. 1,228,929 1,417,010 12,063
Long-term capltal lease obligations, due 2005 10 2017 in 2005 and due _
2006 10 2017 in 2006, with interest ranging from 0.37% to 9.33% . .
* perannum in‘. 2005 and from 0.37% to 9.33% per annum in 2006. 71,280 58,341 497
. . ’ . ‘ . 6,165,845 - 7,364,378 62,691
Less—Current portion dug Withilm GRE YBaT ... ..ot ene et . (1,150,920) {1,723,888) {14.675}
: ! ¥5014.925  ¥5640,430 $ 48,016,

As of March 31, 2006, approximately 39%, 26%, 13% and
22% of long-term debt is denominated in U.S. dollars,
Japanese yen, euros, and other currencies, respectively.

b v

)

As of March 31, 2006, property, plant and equipment with
a book value of ¥100,753 million ($858 million) and in addi-
tion, other assets aggregating ¥42,628 million {$363 million)
were pledged as collateral mainly for certain debt obligations
of subsidiaries. 7

"The aggregate amounts of annual maturities of long-term debt during the next five years are as follows:

. . \ i ) - U.5. dollars

Years ending March 31, A ' ‘ © Yenin millions - in millions
2007 oot b oo et ¥1,723,888 $14,675
ZOOB ..o e R R £ et 1,801,230 15,334
2009 etttk sttt er e e e ssesteenseseeene oot veeneereeneeneee 1,377,408 11,726
911,634 7,761

548,940 . 4,673

Standard agreements with certain banks in Japan include
provisions that collateral {including sums on deposit with such
banks) or guarantees will be furnished upon the banks’
request and that any collateral furnished, pursuant to such

agreements or otherwise, will be applicable to all present or

future indebtedness to such banks. During the year ended
March 31, 2006, Toyota has not received any significant such
requests from these banks.

As of March 31, 2006, Toyota has unused long-term Ilnes
of credit amounting to ¥2,016,470 million ($17,166 million).
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14. Product warranties:

Toyota'pr'ovides product warranties for certain defects mainty
resulting from manufacturing based on warranty contracts
with its customers at the time of sale of products. Toyota
accrues estimated warranty costs to be incurred in the future
in accordance with the warranty contracts. The net change in

the accrual for the product warranties for the years ended
March 31, 2004, 2005 and 2006, which is included in’

“"Accrued expenses” in the accompanying consolidated bal-

ance sheets; consist of the following:

! U.5. dollars
Yen in millions in millions
. . : . . For the year ended
Far the years ended March 31, March 31,
2004 2005 2006 2006
Liabiljties for product warranties at beginning of year ............................ ¥ 262,288 ¥ 291,747 ¥ 330,552 $ 2814
PAyMENts Made dUFING YOI ......ivur.-reeseeecieresseemsscessanesseeessseniessniss (193,979) (214,876} (252,453) (2,149) -
Provision for warranties .................. et iae st e e e astraenntaenares 230,531 255,610 298,719, 2,543
Changes relating ta pre—emstmg warranties.. (1,910) (3,654) {9.457) (81)
ORI e e {5,183) 1,725 10,518 90
Liabilities for product warranties at end of year............cceninnn ¥ 291,747 ¥ 330,552 ¥ 377,879 $ 3,217

The other amount primarily includes the impact of currehcy
translation adjustments and the impact of consolidation and
deconsolidation of certain entmes due to changes in owner-
shlp interest,

In addition to product warranties: above Toyota initiates’
recall actions or voluntary service campaigns to-repair or to

15. Other payables:

replace parts which might"be-expected to fail from products
safety perspectives or customer satisfaction standpoints.

~Toyota accrues costs of these activities, which are not included

in the reconciliation above, based on management 5 esti--

-mates S .

+

Other payables are mamly refated to purchases of property, plant and equipment and non- manufacturlng purchases.

16. Income taxes;

~
+

The components of income: before income taxes comprlse the fol!owmg

U.5. dollars
Yen in millions in milligns
.o For the year ended
For the years ended March 31, March 31,
2004 2005 2006 2006
Income before income taxes:
Parent company and domestu: subsidiaries .....c.c...h i ¥1,104,719- ¥ .946,626 ¥1,159,116 $ 9,867
Foreign subsidiaries .. 661,074 808,011 928,244 7,902
N ¥1,765,793 . ¥1,754,637 ¥2,087,360 $17,769
The provision for income taxes consists of the following: ot
’ - U.S. dollars .
Yen in millions in millions
. : For the year ended
. For the years ended March 31, March 31,
2004 2005 2006 2006
Curfent income tax expense: 1
Parent company and domestic subsndlanes ........................................ ¥404,672 ¥376,845 ¥451,593 -$3,844
Foreign subsidiaries 55,804 196,354 310,298 2,642
TOLAl CLITENT cuvvvvvviiseerirsseeeeeeermseesvestneeeseserssssssssaaesammesseanbbeeeseniis 560,476 573,199 761,891 6,486
Deferred income tax expense {benefit): ‘ . .
‘Parent company and domestic subsidiaries ........cc..o.ourernrineminronens 77,970 34,820 76,503 651
FOreign SUDSIAIANES ...vv..vuieee oot eees et 42,858 49,891 {43,241) {368)
Total deferred ... eo e e e 120,828 84,711 33,262 283
¥657,910 - ¥795,153 $6,769

Total Provision ......c..c.ceeeeiifieeinicinnn, TP P UPTTTTrevTTeoTR

¥681,304




. . Toyota is éubject to a number of different income -taxes
which, in the aggregate, indicate a statutory rate in Japan of
approximately 41.3%, 40.2% and 40.2% for the years ended
March 31, 2004, 2005, and 2006, respectively. Due to "
changes in’ Japanese income tax regulations, effective April 1,

and such rate was also used to calculate the future expected
tax effects of temporary differences, which are expected to be
realized on and after April 1, 2006. Reconciliation of the dif-
ferences between the statutory tax rate and the effectnve
income tax rate is as follows:

2004, the statutory rate was reduced to appraximately 40.2%,

IS

For the years ended March 31,

. 2006

2004 2005
Statutory tax rate.. . 41.3% 40.2% 40.2%
Increase (reductmn) in taxes resultlng from . .
Non-deductible EXpenses ..o, TR RRTOY. SOTOTTVOPROTN 05 0.3 0.4
Increase in deferred tax liabilities on undistributed earnings '
of foreign subsidiaries and affiliates accounted for by the equity Method ..e..voeveeee.. 1.7 1.8 2.8
VAIALION AOWANCE . ... et ettt et et eeee et eee e e e et eb b e s s rren s ar e e e raee et e e s beans - {0.9) 0.1 (0.4}
Tax credits .. e (3.5) (3.4) {4.1)
. Changes in tax rate reSqung from enactment of income 1ax regu1at|ons ...... . 0.6 - — !
Other... e {1.1) (1.3} (0.8)
Effective income tax rate .. 38.6% '37.5% 38.1%
Significant components ‘of deferred tax assets and liabifities are as follows:
- g U.S.dollars
' Yen in millions in millions
: March 31, March 31,
2005 2006 2006
‘Deferred tax assets )
 Accrued pension and severance costs 172,811 ¥ 183,824 $ 1,565
Warranty reserves and acérued‘expenses 160,565 208',6‘54 1,776
Other acc‘rued employees’ compensation ... 111,555 115,143 " 980
Operatlng loss carryforwards for tax purposes .. 50,566 . 44,293 377
Inventory adjUstients..........ccooowrnionsnncers 53,093 50,407 429
. Property, plant and equ|pmem and other assets . 131,467 ' 162,872 1,386
. DNET .. oveeeessveeeess e eee oo eeeeeesseeeeseeses st 294,828 308,317 2,625
Gross deferred tax @55ET5 ... v veee e e ‘974,885 1,073,510 9,138
- Y e S S - (102,737 (93,629) (797) -
I  TOtal dEfErred 1aX @SSBES. . v.vvrersersveesFeeeresieees s ssss e rsssssssn s ems st beeneeeen 5~ 872,148 979,881 8,341
. Deferred tax liabilities '
Unrealized gains on securities... S {255,028) . (451,282) (3.842)
Undistributed earnings of forelgn subﬁdtanes and afﬁhates ’ .
accounted for by the equity method.... (365,981) {502,232) " (4,275)
. Basis différehcé of acquired assets‘ 33,313 (36,135) (308)
Lease transactions.. . ; {321,055) (335,294) (2,854)
Gain on securities contrlbut|on to employee retirement beneflt trust.. {66,523} {66,523) {566}
Other... . {65,681) {61,321) {522)
Gross deferred tax Ilabllmes . (1,107,581) (1,452,787} (12,367)
. Net deferred tax BBl ..o s ¥ (235433} ¥ (472,906) $ {4,026)
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The valuation allowance mainly relates to deferred tax assets
of the consolidated subsidiaries with operating loss carryfor-
wards for tax purposes that are not expected to be realized.

+

The net changes in the totaf valuation allowance for deferred
tax assets for the years ended March 31 2004 2005 and
2006 consist of the followmg

) : N U.5. dollars
Yen in rn||||ons in millicns
- ' For the year ended
, - . , For the years ended March 31 March 31,
. . 2004 2005 2006 . 2006
Valuatian allowance at beginning of y&ar .........c.cc....... e ¥119,620 ¥104,083 ¥102,737° $875 -
ADGIIONS ...cvoeev et veeeeasss et oo een st 17,738 21,249 10,285 - - 88
Deductions........ (31,934) * (22,829 {19,084) {183)
ONEE oo e e Do SRS {1,341) . 234 (309) ‘ (3 -
Valuation allowance at end of year................c..cvveeneee TR VPP ¥ 04 083 ¥102,737 ¥ 93,629 $797

The other amount-includes the impact of consolidation and
deconsolidation of certain entities due to changes in owner-

shnp mterest changes in the statutory tax rates and currency

translatlon adJustments durmg the years ended March 31
2004, 2005 and 2006. .

The deferred tax assets and liabilities that comprise the net deferred tax I|ab|||ty are included in the consolidated balance sheets

- as follows: - . - .
. \ X U.5.dollars
N Yenin millions . ~ in millions
’ March 31, March 31,
N 2005 2006 2006
Deferred tax assets - .
Deferred income taxes (CUrrent As5ets)........... oo e Loy 475,7‘64‘ ¥ 520,494 . - $4,431
Investments and other assets—other 108,513 106,715 ' 908
Deferred tax liahilities- ] . . .
Other current liabilities. .. ........oco.cecovrereriomerrcrecers e (8,040) {7.120) {60)
Deferred income taxes (Long-term liabflities).......... e {811,670) {1,092,995) (9,305)
Net deferred 1ax HabilItY ..o .. oot ¥(235, 433) ¥ (472, 906) "5(4 026)

Because management intends to reinvest undlstnbuted

‘earnings of foreign subsidiaries to the extent not expected to -

be rémitted in the foreseeable future, management has made
no provision for income taxes on those undistributed earnings
aggregating ¥2,094,625 million ($17,831 million) as of March
31, 2006. Toyota estimates an additional tax provision of
¥193,672 miliion ($1,649 million) would be required if the full
amount of-those -undistributed earmngs became subject to
. Japanese taxes.

17.-Shareholders’ equity:

Qperating loss carryforwards for tax purposes attrlbuted to -
conselidated subsidiaries as of March 31, 2006 were approxi-
mately ¥121,764 million ($1,037 million) and are available as
an offset against future taxable income of such subsidiaries.
The majority of these carryforwards explre in years 2007 to
2020. -

Chaﬁées in'the number.of shares of common stock issued have resulted from the following:

For the years ended March 31,
2005

2004 2005

Common stock issued

Balance at beginning of year e et

Issuance during the year
Purchase and retirement

. ..‘ . '
3,609,997 ,492 "3,609,597,492 3,609,997,492

N

3,609,997,492  3,609,997.492 3,609,997,492

Balance atend of year...........cooooivieiiiiiici s
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The Japanese Commtercial Code provides that an amount
equal to at least 10% of cash dividends and other distribu-
tions from retained earnings paid by the parent company and
its Japanese subsidiaries be appropriated as a legal reserve. No
further appropriation is required when total amount of the
legal reserve and capital surplus reaches 25% of stated capltal
The legal reserve included in retained earnings as of March'31,
2005 and 2(_)06 was ¥141,064 million and ¥145,103 million
($1,235 million), respectively. The legal reserve is restricted
* and unable to be used for dividend payments, and is excluded
from the calculation of the profit available for dividend.

The amounts of statutory retained earnings of the parent

company available for dividend payments to shareholders
were ¥4,864,555 million and ¥5,255,265 million ($44,737
million) as of March 31, 2005 and 2006, respectively. In
accordance with customary practice in Japan, the appropria-
tions are not accrued in the financial statements for the corre-
sponding period, but are recorded in- the subsequent
accounting ‘period. after shareholders’ approval has been
obtained. Retained earfiings at March 31, 2006 include
amounts representing. year-end cash dividends of ¥178,297
millien ($1,518 million), ¥55 ($0.47) per share, which were
approved at the Ordinary General Shareholders Meetlng held
onJune.23, 2006 - ' :

Retained earnings at March 31,
million ($8,985 million) refating to equity in undistributed
earnings of companies accounted for by the equity method.

in June 26, 1997, the shareholders. of the parent company
approved a stock repurchase policy at the Ordinary General
Shareho!deﬁs' Meeting in accordance with the Japanese
Commercial Code, which allows the company to purchase
treasury stock only for the purpose of retirement of the stock

with a resulting reduction in retained earnings. Under the .

. stock repurchase policy, the shareholders authorized the
parent company to repurchase up to 370 million shares of its
comman stock without the limitation of time, subject to the
approval of the Board of Directors. In October 2001, the
Japanese Commercial Code was changed to ailow the compa-
ny to purchase treasury stock without limitation of reason
during the whole period until the next Ordinary General
Shareholders’ Meeting by the resolution of the Board of
Directors up to the limitation of number of shares and aggre-
gated acquisition costs approved at the Ordinary General
Shareholders” Meeting. In response to the Japanese
Commercial Code revision, on June 26, 2002, at the Crdinary

- General Shareholders’ Meeting, the shareholders of the parent’

company approved the amendment of the stock repurchase

palicy in the Articles of tncorporation to be deleted the limita- .

tion of the purpose of purchasing treasury stock noted above.

2006 include ¥1 ,055,422

y '

As a result, Toyota's unused authorized shares for the repur-
chase of shares of common stock under the legacy policy
elapsed. In the same Shareholders” Meeting, the shareholders

- of the parent company also approved the purchase as treasury

stock of up to 170 million shares at a cost up to ¥600,000
million during-the period until the next Ordinary General
Shareholders’ Meeting which was held on June 26, 2003. As a
result, the parent company repurchased approximately 170

‘million shares during the approved period of time.,On June

26,'2003, at the Ordinary General Sharehotders’ Meeting, the

shareholders of the parent company again approved to pur-~

chase up to 150 million of its common stock at a cost up to

¥400,000 million during the period until the next Ordinary
-"General Shareholders’ Meeting which was. held on fune 23;

2004. According to this authorization, the parent company

, Purchased approximately 113 million shares of its treasury

stock during the approved period of time. On June 23, 2004,
at the Ordinary Shareholders’ Meeting, the shareholders of
the parent company again approved to purchase up to 65
million of its common stock at a cost up to ¥250,000 million
during “the period’ until the next Ordinary General
Shareholders’ Meeting which was held on June 23, 2005,
and, in respense to the Japanese Commercial Code revision,
also_approved to change the Articles of Incorporation to
autharize the Board of Directors to repurchase treasury stock
on the basis of its resolution. During this approved period of
time, the parent company purchased approximately 58 million
of shares. On June 23, 2005, the shareholders of the parent
company approved.to purchase up to 65 million of its
common stock at a cost up to ¥250,000 million during the
period until the next Ordinary General Shareholders’ Meeting
which was held on June 23, 2006. As a result, the parent
company repurchased approximately 38 million shares during
the approved period of time. In.addition, on tune 23, 2006, at
the Ordinary General Shareholders’ Meeting, the shareholders
of the parent company approved to purchase up to 30 million
of its common stock at a cost up to ¥200,000 million during
the purchase period of one year from the following day. These
approvals by the shareholders on and after the resolution in
the Ordinary General Shareholders’ Meeting on June 23, 2004
are not required under the current regulation.

In years prior to 1997, Toyota had made free distributions

of shares to its shareholders for which no accounting entry is

required in Japan. Had.the distributions been accounted for in
a manner used by companies in the United States of America,
¥2,576,606 million ($21,934 million) would have been trans-
ferred from retained earnings to the appropriate capital
accounts. . TR

’
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Detailed components of accumulated other comprehenswe income (Ioss) at March 31, 2005 and 2006 and the related

* changes, net of taxes for the years ended March 31, 2004, 2005 and 2006 c0n5|st of the following:

Yen in millions

. Foreign Mimimum < Accumulated
' . currency Unrealized pension other T
translation gains on liability comprehensive
adjusiments securities - adjustments income (loss)
Balances at March 31, 2003, ... b ¥(311,773), ¥ 7,252 ¥(299,751)  ¥{(604,272)
Other comprehensive inconje JOBSY 1ttt e et (203,257) 329,672 273,265 389,680
Balances at March 31, 2004...... ..ot {515,030) 336,924 (26,486) (204,592)
Other comprehensive income.........oooceee. D, e e rrrae e 75,697 38,455 9,780 123,932
Balances at March 31, 2005............ooovi oot ebin et {439,333} 375,379 {16,706) (80,660) .
Other COMPrENBNSIVE IMCOME .......ccevivieieeeere et cee sttt etssaene s s sessaensseesrserenesees 268,410 244,629 4,937 517,976
Balances at March 31, 2006 ................ocoooo oo eeeee e eveseeeene e ¥(170,923) ¥620,008 ¥ (11,769) ¥ 437,316
U.5. dallars in millions .
Foreign Minimum Accumulated
" currency Unrealized pensian other .
translation: gains on liability comprehensive
adjustments securities " adjustments income {loss)
Balances at March 31, 2005 $(3,740) $3,196 £(142) - $ (686)
QOther comprehensive iINCOME ..o e 2,285 ’ 2,082 42 4,409
Balances at Marth 31, 2006.... $(1,455) $5,278 $(100) $3,723

Tax effects aIIocated to each component of other comprehensuve income for the years ended March 31 2004, 2005 and 2006

are as follows: . ) \
_Yen in millions
) Tax .
Pre-tax expense Net-of-tax
amount (benefit} amaount
For the year ended March 31, 2004 T .
Foreign currency translation adjustments.............. ¥(201,511} ¥ (1,746) ¥(203,257)
.~ Unrealized gains on securities: , : . .-
Unrealized net holding gains arising for the year... 572,676 (229,414) 343,262
Less: reclassification adjustments for gains |nc|uded in net income .. et {22,673} 9,083 (13,590)
Minimum pension liability adjustments ............... O U TSP UUOOU 455,904 (182,639) 273,265
Other comPrehensive INCOME -.........co...cc.oeereeerreeeeeseercreesseeesreneeee ¥ 804,396 ¥(404,716) ¥ 399,680
For the year ended March 31, 2005 ) :
"Foreign currency translation adjustments.............. RO ¥ 76,089 ¥ (392) ¥ 75,697
- Unrealized gains on securities: : : ’ o
Unrealized net holding gains arising for the YBAT ettt ctve e rveerae et ene e T 87,266 _' {35,081) 52,185
Less: reclassification adjusiments for gains included in net iNCOMe .......ov..eve s, ' (22.960) 9,230 {13,730}
Minimum pension liahility adjustments... ' 16,354 ' {6.574) - 9,780
b Other comprehensive INCOME ...t e vvsiinnene. - ¥156,749 ¥(32,817) ¥123,932
For the year ended March 31, 2006 - i .
Fareign currency translation adjustments......... I et e ¥ 272,214 ¥ (3,804)  ¥268,410 -
Unrealized gains on securities: ’
Unrealized net 'holding gains arising for the year...........o e e, ' 555,789 . (223,427) 332,362
_Less: reclassification adjustments for gains included in net income.......... ' (146,710) 58,977 . (87,733).
Minimum pension liability adjustments........... RPNV, e erm b e 8,260 {3.323) 4,937
Other comprehensiveincome.............:....“..............................“..........'..................... ¥ 689,553 ¥(171,577) ¥517,976 .
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1
U.5. dollars in millions
Tax
Pre-tax expense Net-of-tax
) . . amount . {benefit) ¢ amount
Far the year ended March 31, 2006 ) . - ) . ,
Foreign currency translation adjustments............. ettt . 82,318 s (33) © $2,285
Unrealized gains on securities: ' : . )
- Unrealized net holding gains arising for the Yar. ... oo . 4,73 (1,902) 2,829
Less: reclassification adjustments for gains included in net iNCOMe ..__............cuueuene, (1,249) © 502 . (747)
Minimum pensian liability adjustments........ SOOI 70 (28) 42
OUHEr COMPIEREISIVE IHEAMIE w....oevvvmeeeees oo e ees et $ 5,870 $(1,461) - $4,409
18. Stock-based compensation: .

' - In June 1997, the parent company's shareholders approved a  granted with an exercise price equal to 1.025 times the ctos-
stock optibn plan for board members. In June 2001, the  ing price of Toyotas common stock on the date of grant and
shareholders approved an amendment.of the plan to include . generally vest 2'years from the date of grant.
both board members and key émployees. Each year, since the On June 23, 2006, at the Ordinary General Shareholders’
pléns' inception, the shareholders have approved the autho-  Meeting, the shareholders of the parent company approved,
rization for the grant of options for the purchase of Toyota's  the authorization of an additional up to 3,500,000 shares for
common stock. Authorized shares for each year that remain  issuance under the Toyota's stock option plan for board mem- -
ungranted. are unavailable for grant in future years. Stock  bers and key employees. o

“options with a term ranging from 4 years to 6 years are : -
The following table summarizes Toyota’s stock option activity:
¢ ) * . - , Yen |
' Weighted-
average
, Weighted- rernaining
Number of average contractual
, v ' . _options exercise price, life in years
Options cutstanding at March 31, 2003 et 3,925,400 ' ¥3,656 . 353
GRANEEG ..voriovvvesssresoeesse e seseneegsrnats s enececs . 1,958,000 3,116
. TEXEICISEA ..o s e et s e : — —
CANCEIED .o oot vriseeiees e (987,000) 3,849
Options outstanding at March 31, 2004 4,896,400 : 3,40 3.83
GEAMEBH L oo oot e et st et ssaers e e e ees st e en e emnsseaeeseaneessasseeneaesreseatasesrennes? et eeeee e © 2,021,000 4,541 :
Exercised : (810,300} T2,995
Canceled . (606,800) - 4,105 .
Options outstanding at March 31, 2005 ... 5,500,300 3,802 3.86
GIANTEA ... cvvritsssivsseee s ssseeensesses st crs s benss b sssnsans s sesssisnsasssnsseranesbisenseonsssinnecenees 2,104,000 4,377
EXEICISE ... oo ccceiissssssssessssrsne e s (1,354,000 3,052
CANCRIRL oo cnns et s e e (1.463,400) - 4,085
3 Options outstanding at March 31, 2006 ..o e 4,786,900 ¥4,180 4.52
| Options exercisable at March 31, 2004 ..ot e Tt 1,371,400 ¥4,319 1.15
' Options exercisable at March 31, 2005.. ) 3 1,740,300 ¥3,641 1.69
Options exercisable at March 31, 2006 ................ccoo.verrmvevrmrsssnssrerenscesaisrmmsmcesseececeeec 946,900 '¥3,078 - 3.09
t
|
t
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The following table summarizes information for options cutstanding and optiéns exercisable at March 31, 2006:

BE}

QOutstanding Exercisable
Exercise Weighted-average Weighted- average Weighted-average Weighted-average Weighted-average
price range Number of exercise price exercise price remaining life’ Number of exercise price exercise price
Yen shares Yen Doilars Years shares Yen " Dollars
¥2,958- 4,000 946,900 ¥3,078 $26 3.09 946,900 ¥3,078 T %26
4,001 - 4,541 3,840,000 4,452 38 4.88 — — -_—
f 2,958 - 4,541 4,786,900 4,180 ., 36 4.52 946,900 3,078 ° . 26

The weighted-average fair value ger option at the date of
grant for, options granted during the years ended March 31,
2004, 2005 and 2006 was ¥769, ¥1,139 and ¥723 (36},

respectwely The fair value of options granted, which is -

amortized over the option vesting period in determining the
pro forma impact in Note 2, is estimated on the date of grant
using the Black-Scholes option pricing model with the follow-
ing weighted-average assumptions; - .

2004 2005 . 2006
DIvidend Fate....c..ufureeuoiss e 1.5% 1.5% 2.1%
RiSk-frE@ INTEIBSE TALE ... ooeeroovrvrsveeessssssrisbasssssiesssssssemeeeontotemnen e 0.4% 1.2% .0..7%
Expected volatiiity 34% 32% 27%
Expected holding period (y8ars) ...l fooeeecoeree

5.3 5.3 4.0

19. Employee benefit plans:

Pension and severance plans—

Upon terminations of employments, employees of the parent
company and subsidiaries in Japan are’ entitled under the
retirement plans of each company, to Iump sum indemnities

" of pension payments, based on current fates of pay and

‘lengths of service or the number of “points” mainly detér-
mined by those. Under normal circumstances, the minimum
payment prior to retirement age is an amount based on vol-
untary retirement. Employees receive additional benefits on
involuntary retirement, including retirement at the age limit.

_Effective October 1, 2004, the parent company amended its
retirement ptan to introduce a “point” based retirement bene-
fit plan. Under the new plan, empioyees are entitled to lump-
sum or pensicn payments determined based on accumulated
"points” vested in each year of service.

There are three types of “points” that vest in each year of
service consisting of “service period points” which are attrib-
uted to the length of service, "job title points” which are
attributed to the job title of each employee, and “perfor-
mance points” which are attributed to the annual perfor-
mance eévaluation of each. employee. Under normal
ci;cumstances, the minimum payment prior to retirement age
is an amount reflecting an adjustment rate applied to repre-

sent voluntary retirement, Employees receive additional bene-

fits upon involuntary rétirement, lncludlng retirement at the
age limit. -

As a result of this plan amendment, the projected benefit
obligation decreased by ¥32,208 million, at October 1, 2004
and resulted in an unrecegnized prior service cost, which will
be recognized in future service periods.

Effective October 1, 2005, the parent company partly -

mended its retirement plan and introduced the quasi cash-balance

plan under which benefits are determined based on thé
variable-interest crediting rate rather than the fixed-interest
crediting rate as was in the pre-amended plan. The amend-
ment did not have a material quantitative impact on the pro-
jected benefit obligation of the parent company as of March
31, 2006,

The parent company and most subsidiaries in Japan have
contributory funded defined benefit pension plans, which are
pursuant to the Corporate Defined Benefit Pension Plan Law
(CDBPPL). The.contributions to the plans are funded with sev-

eral financial institutions in accordance wath the applicable

laws and regulations. These pension plan assets consist princi-

pally of investments in government obligations, equity and-

fixed income securities, and insurance contracts.

Most foreign subsidiaries have pension plans or severance
indemnity plans covering substantially all of their employees
under which the cost of benefits are currently invested or
accrued, The benefits for these plans are based prlrnanly on
lengths of service and current rates of pay.

- Transfer to the government of the Substltutlonal

Portion of the Employee Pension Fund Liabilities—

- The parent company and most subsidiaries in Japan had main-

tained employees’ pension funds (EPFs) pursuant to the
lapanese Welfare Pension Insurance Law ("JWPIL"}. The EPF

‘tonsisted of two tiers, a Substitutional Portion, in which the

EPF, in lieu of the government's social insurance program, col-

fected contributions, funded them and paid benefits to the |

employees with respect to the pay-related portion of the old-
age pension benefits prescribed by IWPIL, and a Corperate

Partion which was established’ at the discretion of each

employer.




In June 2001 the CDBPPL was enacted'and allowed any EPE
to terminate its operatron relatrng to the Substitutional
Portion that in the past an EPF had aperated and managed in
lieu of the government, subject to approval from the Japanese
Minister of Health, ‘Labour and Welfare. in" September 2003,
Toyata Motor Pefsion Fund, the parent company's EPF under
JWPIL, obtained the approval from the Minister for the exemp-
tion from benefit payments related to employee services of the
Substitutional Portion. In January 2004, Toyota Motor Pension
Fund completed the transfer of the plan assets attributable to
the Substitutional Portion to the government. In addition,
during the years ended March 31, 2004 and 2005, sub-

sidiaries in Japan that had EPFs under JWPIL also completed -

the transfer of the plan "assets attributable to the
Substitutional Portion in compliance with the same proce-
dures followed.by the parent company..

In accordance with the consensus on EITF Issue No, 03-2,.

Accounting for the Transfer to the Japanese Government of
the Substitutional Portion of Employee Pension Fund Liabilities
("EITF 03-2"), Toyota accounted the entire separation process,
- upen completion of transfer of the plan assets attributable to

the Substitutional Portion to the government, as a single set-
tlement transaction. During the years ended March 31, 2004°
and 2005, Toyota recognized settlement losses of ¥323,715
million and ¥96,066 million, respectively, as part of net peri-
odic pension costs which are the proportionate amounts of

_the net unrecognized losses immediately prior to the separa-

tion refated to the entire EPFs under JWPIL, and which are
determined based on-the proportion of the projected benefit
obligation settled to the"total projected benefit obligation
immediately prior to the separation. Toyota also recognized as
reductions of net periodic pension costs totaling ¥109,885
million and ¥21,722 million for the years ended March 31,
2004 and 2005, respectively; which resulted in gains attrib-
uted to the derecognition of previously accrued salary pro-
gression. In addition, Toyota recognized gains of ¥320,867
million and ¥121,553 million for the years ended March 31,
2004 and 2005, respectively, which represented the differ-
ences between the obligation settled and the assets trans-
ferred to the government. These gains and losses are reflected

in the consolidated statement of income for the years ended .
“March 31, 2004 and 2005 as follows:

Yen in millions

, R For the year ended March 31, 2004 ]
N ) Costs of Selling, general
. ‘products sold and administrative | Total
Settlernent I0S5eS .......oovrrrrrrnrn . e ¥(288,177)  ¥(35,538) ¥(323,715)
- Gains on derecogmtron of prewous!y accrued salary progressron . 98,079 11,806 105,885
Gains on dlfference between the obligation settled and the assets transferred ............. N — .320,867 320,867

Total

¥(190,098) © ¥297,135

¥ 107,037

Yen in millions
For the year ended March 31, 2005

Costs of -5elling, genera!
. products sold and administrative Total
Settlement losses .. ¥{(85,379) ¥ (10,687) ¥ {96,066)
"Gains on derecogmtron of prevrously accrued salary progressron .......................................... 19,494 © 2,228 21,722
Gains on difference between the obligation settled and the assets transferred ..................... - — 121,553 121,553
TOUBL oottt et SO - ¥(65,885) ¥113,094 . ° ¥ 47,209

All these gains and losses are non-cash gains and losses,

and reported:on a net basis in “Pension and severance costs,

. less payments” in the consolidated statements of cash flows
for the years ended March 31,2004 and 2005.

During the year ended March 31, 2006, no gains or losses
relating " to the transfer to the government af the
Substitutional Portion of the EPF liabilities.

Toyota uses a March 31 measurement date for the majority
of its benefit plans
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Information regarding Toyota’s defined benefit plans follow: .
. - U.5.dollars
) Yen in milligns  In millions
‘ . « March 31, March 31,
’ 2005 2006 2006
Change in benefit obligation : ' '
Benefit obligatic;n at beginning of year.... . ¥1,891,051 ¥1,450,739 . $12,350
SBIVICE COSE...etieciteeeriecereeeestaeass e aeemreesemeeomeessaees et sh b e b b e R e o6 s H Ao rE s b e R bran b sae s s emnne e 60,715 64,582 550
Interest cost,.. 37.790 40,196 342
Plan pammpams contrlbutlons " 1,078, 578 5
Plan amendments e et ettt ettt et eee e e nen (47.535) (3.468) 30)
Projected benefit obligation settled due to the separatlon of : T :
SUBSHUtIONE] POTION. ... {304,184} . - .
Actuarial gain or Ioss ........................... {80,370} , 33,878 " 288
Acquisition and 0ther ... D e (32.816) . 59,956 511
BENERILS PAIL .....oeeeecveeee et s et b e R {74,990) {63,503) " (541)
Benefit Obligation 3t NG Of YEAT .....c....ecvers e reeeniess e reerseess et seeserenmteseeasreene 1,450,739 1,582,958 13,475
Change in plan assets .
Fair value of plan assets at heginning of year... 1,049,815 934,684 7,957
Actual return 0N Plan ASSETS .c........oorvvcrrvieniemerss s sansrisns 43,866 - 276,416 2,353
Acquisition and OB e es et e e ev s eeee et eees e eeee b neen {10,304} 35,908 . 306
EIOPIOYRE COMADULIONS ...ve.. e eeroeveoeeseseresessereeessseeseeeeseseeeeoemrereeseeeeseeeee oo 86,128 92,121 784
- Plan participants’ contriBUtions ..o freerremneraen e . 1,078 . 578 5
~ Assets transferred to the government due to the separanon of i ' T
substitutional portlon . {160,909) ) - —
BENEFILS PAI ..vvverevverrcvesseeeereeseesessreseseessoseseeeeeeeies et e : (74.990) .- (63,503) {541)
Fair value of plan assets at end of year e 334,684 1,276,204 10,864
Funded S1atUs ....ureeree e eerrer i rnasarere s ke 516,055 306,754 2,611
Unrecognized actuanial [os5.........cc...ccovirimmminimsnnn s e soeeees (256,628) (2,657) 23)
Unrecdgnized DFIOT SEIVICE COSES....vveivrirarrereeereee e e eeme e e emsabnsreesbeiasses e e, " 171,753 152,200 . 1,296
Unrecognized net transition obligations ... ftbeaestenstsn bbbt : (13,290) (11,346) (96)
Net amount recognized . L ¥ 417,890 ¥ 444,951 $ 3,788
Amounts recognized in.the consolidated balance sheets are comprised of the following: ]
. ’ ) - . ' ) . ’ U 5.dollars
Yen in millions' in miflions
L ’ ' . . March 31, March 31,
’ ' 2005 2006 20086
Accrued pension and severance costs ¥ 646,989 -¥679,918 $ 5788
Prepaid pension and severance costs (173,078) ' {190,987) {1.626)
Investrents and other assets...........cc..occeunen. ettt et (7,.027) (7.112) (60) .
Accumulated other comprehensive IMEOME... oo e iteess s es s es s esa e : {48,994) (36,868) . (314)
Net amount recognized ¥ 417,890 ¥ 444,951 $ 3,788

' The accumulated benefit obligation for all defined benefit pension plans was ¥1,284,339 million and ¥1,474,574 million
{$12,553 million) at March 31, 2005 and 2006, respectively.
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The projected benefit obligation, accumulated benefit obligation and fair value of plan assets for which the accumulated ben-

efit obligations exceed plan assets are as follows:

. . ’ U.S.dollars
) Yen in millions , in millions
t : - March 31, March 31,
2005 2006 2006
Projected benefit abligation .................. H e Ry R AR R R Ryt ee et e e ¥512,571 ¥535,482 $4,558
Accumulated benefit obligation . 489,975 511,668 4,356
Fair value of Plan as5et5. ... ...t e eee et et et et eenean 63,675 83,790 713
Compone’nts_bf the net periodic pension cost are as follows: .
u.s. dollars
! Yen in millions’ in millions
! T ,For the year ended
' For the years ended March 31, March 31,
_ . 2004 2005 2006 2006
Service cost ., ¥ 75,988 ¥ 60,715 ¥ 64,582 $ 550
Interest cost.....' .................... \ ................ 48,674 37,790 . . - 40,196 342
Expected return on plan assets .. (24,991} (27,517) (24,278) (207)
Amortization of prior service costs. {15,092} .- (16,599) (17,037) {145}
Recognized net actuarial loss... . T 45,653 22,366 19,489 ‘ 166
Settlement loss resulting from the transfer o . . )
of the substitutional portion ... 213,830 74,344° - ) -
Amartization of net transition obllgatton e L 18,963 9,981 1,944 17
Net periodic pension cost .. ¥363,025 ¥161,080 ¥ 84,896 $£723

For plans where the accumulated benefit obligation net of
plan assets exceeds the accrued pension and severarice costs,
Toyota ‘has recorded a minimum pension Iiébility. The mini-.
mum pensioh liability amounts at March 31,°2005 and 2006

i N o .

‘were ¥5'6,021 million and ¥43,98‘0 m.illion (537'4 miliion),

respeJctively. Changes in the minimum pension liability are
reflected as adjustments in other comprehensive income for
the years ended March 31, 2004, 2005 and 2006 as fo]loyvs:

s U.S. dollars
Yen in millions in millions
‘. ! . For the year ended
For the years ended March 31, March 3t,
i 2004 2005 2006 2006
Minimum pensmn liability adjustmems .
included in other comprehenswe ICOME oo, ) ¥273,265 ¥G9 780 ¥4,937 $42

Weighted-average assumptions used to determine benefit obligations as of March 31, 2005 and 2006 are as follows:

Discount rate...
" Rate of compensation increase............

March 31,
2005 2006
- 2.6% ‘ 2.6%
01-9.7% . 0.1-11.0%
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Weighted-average assumptlons used to determine net periodic pension cost for the years ended March 31,-2004, 2005 and

2006 are as follows:

For the years ended March 31,

Discount rate .. T
Expected return on plan assets
Rate of compensatlon increase

2004 - 2005 2006
2.1% 2.2% 2.6%
2.1% 2.1% 2,9%

© 0.5-9.7% 0.1-9.7%

.. 0.8-9.7%

The expected rate of return on plan assets is determined
after considering several applicablé factors including, the
composition of plan assets-held, assumed risks of asset man-
agement, historical results of the returns on plan assets,

‘ Toyota's prlnapai policy for plan asset management and
forecasted market conditions.

Toyota's pension plan welghted average asset allocations as of March 31, 2005 and 2006, by asset category are as follows:

Plan assets at-
X March 31,

2005 . 2006

EQUITY SECUTTEIES ..ottt e emn e e e s e et e s e b e 64.0% 68.2%
it

DT SBCUITIES 111 cev s Tt ettt ettt et ettt bbb ene bbb 21:5 18.8

REAI BSLALE. ..ottt e e e s 0.5 05

L0 OSSOSO PSSR 140 - . 125
TOUBL 1o vvevveero s bsaeseee e eee e eees e senE s etttk en et et ben e 100.0% - 100.0%

Toyota's policy and objective for plar asset management is
to maximize returns on plan assets'to meet future benefit pay-
ment requirements under risks which Toyota considers permis-

sible. Asset allocaticns under the plan asset management are,

determined based onAToyota s plan asset management guide-
lines which are-established to achieve the optimized asset
compositions in terms of the long-term overall plan asset
management. Prior to making individual investments, Toyota
.performs in-depth assessments of corresponding factors
*including risks, transaction costs and liquidity of each
potential investment under consideration. To measure the

performance of the plan asset management, Toyota estab-
lishes bench mark return rates for each individual investment, ]
combines these individual bench mark rates based on the
asset composition ratios \gvi'thin each asset category, and com-
pares the combined rates with the corresponding actual
return rates on each asset category.

Toyota expects to contribute ¥98,561 mllllon {$839 million) ~
{oits pension plan in the year ending March 31, 2007.

The following pension benefit payments, which reflect expected future service, as appropriate, are expected-to be paid:

* . U.S. dollars

Years ending March 31, N Yen in millions in millions
2007 covvvvrieenren ettt AL ER o et s e et ¥ 65,989 . $ 562
L0 O OO O O U OSSOSO U SS " 65,677 559
2009 .. 73,050 . 622
2010 69,887 ; 595
2011... v 68,986 ¢ 587
from 2012to 2016 343,657 2,925
L= OO U PO OO OO i+ - T 7 A 1. " $5.850"




Postretirément benefits other than pensmns and
postemployment benefits— :
Toyota’s UiS. subsidiaries provide certain health care and life
~insurance benefits to eligible retired employees. In" addition,
Toyota provrdes benefits to certain former or inactive employ-
ees after employment, but before retirement. These benefits

" 20: Derivative financial instruments:

are currently unfunded and provided through various insufr-
ance companies and health care providers. The costs of these
benefits are recognized over the periad the employee provides
credited service to Toyota. Toyota's obligations under these
arrangements are not materral

Toyota emﬁloys derivative financial instruments, induding‘.for- )

eign exgha'nge forward contracts, foreign currency options,
intefest rate swaps, interest raie currency swap agreements
and interest rate options to manage its exposure to fluctua-
tions in mterest rates and foreign currency exchange rates.
Toyota does not use derivatives for speculation or trading.
Fair value hedges—_

Toyota enters into interest rate swaps and |ntere5t rate cur-
rency swap:agreements mainly to convert its frxed rate debt to
variable- rate debt. Toyota uses interest rate swap agreements
in managing its exposure to interest rate fluctuations. Interest
* rate swap agreements are executed as aither an integral part
of specrfrc ‘debt transactions,or on a portfolic basis. Toyota
uses interest rate currency swap agreements to entirely hedge
exposure to currency exchange rate fluctuations on principai
- and interest payments for borrowings denominated in foreign
_currencies. ‘Notes and loans payable issued in foreign’curren-
cies are hedged by Zoncurrently executing interest rate curren-
" ¢y swap agreements, which involve the exchange of foreign
- currency. principal and interest obligetions for each functional
cusrency oblrgatlons at agreed-upon currency exchange and
rnterest rates :

21. Other:_ financial instruments:

For the.years ended March 31, 2004, 2005 and 2006, the

ineffective portion of Toyota's fair value hedge relationships |
which are-included in cost of financing operations in the .

accompanying consolidated statements of income were not

- material. For fair value hedging relationships, the components

of each derivative’s gain or loss are included in the assessment
of hedge effectlveness

Undesignated'derivative financial instruments—

Toyota uses forergn exchange forward cantracts, foreign cur- . .

rency Optlons interest rate swaps, |ntere5t rate currency swap

agreements and interest rate options, to manage its exposure -
- to foreign currency exchange rate fluctuations and interest

rate fluctUations from “an ‘economic perspective, and which
Toyota is unable or has elected not to apply’hedge account-
ing.. Unrealized gains or losses on these derivative instruments
are reported in the cost of financing operatiohs and foreign

" exchange gain, net in the accompanying consolidated state-
- ments of income together with realized gains'or losses on

those derivative instruments.

Toyota has certain financial instruments, including financial
assets”andiliabilities and off-balance sheet financial instru-
,ments which arose in the normal course of business. Thesé
financial instruments are executed with creditworthy financial

institutions, and virtually all foreign currency contracts are .

denominated in U.S. dollars, euros and other currencies of
major industrialized countries. Financial instruments involve,
to varying degrees market risk as instruments are: sub]ect to
price quctuatrons and elements of credit risk in the event a
counterparty should default. In the unlikely event the counter-
parties fail to meet the contractual terms of a foreign currency

or an mterest rate instrument, Toyota's risk is limited to the’
fair value of the instrument. Although Toyota may -be exposed - -

" to losses in the event of non-performance by counterparties

on financtal instruments, it does not anticipate significant
losses due'to the nature of its counterparties. Counterparties
to Toyota's financial instruments represent, in general, inter-
national financial institutions. Additionally, Toyota does not
have a S|gn|f|cant exposure to any individual counterparty.
Based on the creditworthiness of these financial institutions,
collateral is' generally not required: of the counterparties or of

Toyota. Toyota believes that the overall credit risk related to its .

financial instrurments is not significant.
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¢ The estimated fair values of Toyota’'s financial |nstrumems exc?udrng marketable securities and other secuntles |rwestments

and affiliated companies, are summarlzed as follows:

Yen in millions .

. ' March 31, 2005

Carrying Estimated
! amount fair value
Asset (Liability) . : . :
Cash and cash equivalents " ¥ 1,483,753 ¥ 1,483,753
THTIE GBPOSITS 11l erseereeeeeeees e s eeee s bt © 63609 63,609
Total finance receivables, net ' 6,243,359 - ‘6,234,855
Other recaivables ......covovvveeeee e, et S 355,381 355,381
SHOFE-TEIMN BOTTOWINGS 1ovreerereeeereeeiesrceteseteiset et s a s bbb S (2,381,827) (2,381,827)
Long-term debt including the current pomon ..... TR, e e s s e e {6,094,565) (6,140,043)
Foreign.exchange forward contracts ..o........... (10,176} {10,176)
- Interest rate and currency swap agreements 148,119 148,119
CpLioN coNtracts PURChased ..o e 2,287 2,282
OPHON CONTAEES WITTIBI . ....o.e. ittt et s s {4,042) {4,042)

Yen in millions L5, dollars in millions

March 31, 2006 March 31, 2006

o ‘ Asset (Liability)

Carrying * " Estimated © Carrying | Estimated
amount fair value amount fair value
N . B

Cash and cash equivafents ¥ 1,569,387 ¥ 1,569,387 $ 13,360 $ 13,360

Time deposits .......cc..ov..-. ) 50,349 - 50,349 | 428 428

Total finance receivables, NEL .....oovve e 7,601,838 7.413,229 fr 54,713 " 63,107

Other receivables 416,336 416,336 : 3,544 3,544

Short-term borrowings (3.033,019) (3,033,019 . {25,820 (25,820)

Long-term debt including the current POIION .teviieir e e (7,3(!6,03?) « (7,297,826} {62,195) {62,125)

Foreign exchange forward Conracts..i......ooor oo (8,136) (8,136} {69) {69}
* Interest rate and CUTTENCY SWap agreementS. . e T 101,890 " 101,890 ,B67 867 .

Option contracts purchased : 2,994 2,994 < ' 25 ‘ 257

. . Option contracts written.......... ' {3,035) {3,035) (26) -(26) !

_ Following are explanatory notes regarding the financial
assets and Irabrlmes other than denvatrve financial instru-
ments

Cash and cash equivalents, time deposuts and other _
‘receivables—

Jn the normal course of. business, substantral!y aII “cash and
cash equivalents, time deposm; and: other receivables are
highly liquid and are carried-at amounts which approxrmate
fair value.

Financé receivables, net—
The carrying value of variable rate finance receivables was

- assumed to approxrmate fair vaiue as theéy were reprlced at

r
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prr_evailing market rates-at March 31, 2005 and-2l006. The farr
value of fixed rate finance receivabies was estimated by dis-

"counting expected cash flows using the rates at which loans.
“of simifar credit guality. and maturity would be made as of

March 31, 2005 and 2006.

Short term borrowings and long-term debt—

The fair values-of short-term borrowings and total long-term
debt including the current portion were estimated. based on
the discounted amodints of future cash flows using Toyota' ]
currenit incremental borrowing rates for 5|m|Iar liabilities.




22. Lease ‘commitmentS'r

Toyota Ieases certain-assets under capital lease and operating lease arrangements
An analy5|s of leased assets under capltal leases is as follows:

. ' . U.S.dollars
Yen in millions in millipns
Martch 31, L March 31,
. 2005 2006 2006
Class of property ‘ ) . . ) '
BU|Id|ng T PP U OR PO ¥ 11,762 . ¥ 12,085 $ 103
Machmery and equupment ettt teet e ere e ereeabe e e rh e e et snesdenneneen e e naeerantanne 162,938 139,063 1,184
Less—Accumulated depreaatlon (128,578) {112,495) {958)
' ¥ 46,122, ¥ 38,663 " $ 329

Amomzatlon expenses under capital Ieases for the years ended March 31, 2004, 2005 and 2006 were ¥12,908 mllhon
¥12,725 million and ¥11,348 million ($37 million), respectively.

Future minimum lease payments under capital leases together with the present value of the net minimum Iease payments as
‘of March 31, 2006 are as follows:

. . U.5. dollars
Years ending March 31, . \ Yen in.millions in millions
. ¥ 15407 . $131
13.410 ) 14
6,995 " 60
5,483 55
y 21,478 183
Thereafter. .. 563 5
Total minimum Iease payments......................J ................. feeceveernenenes b eat s e et ees e 64,336 548
Less—Amount representmg interest .. R O OO O PO U P PP PTPTOTPP PP {5,995) (51}
Present value of net minimum Iease payments ....................................................... i 58,341 ©oL . 497 '
‘Less—Curfent ob'ngatlons .. {14,657 ' {125)
Long-term capltal Iease obhgatlons ¥ 43,684 " $372

Rental expenses, under operatmg Iea595 for the years ended March 31, 2004, 2005 and 2006 were ¥81 912 miltion, ¥83 784
mllllon and ¥93,867 million {$799 million), respectlvely

The minimum rental payments required under operating leases relating primarily to land, burldmgs and equipment having ini-
tial or remaining non-cancelable lease terms in excess of one year at March 31, 2006 are as follows;

- Lo . L.5. dollars
* Years ending March 31, N Yen in millions in millions
BOOZ <o evetros s es bbb a8 et R Rt et e en s e L %9740 $ 83
e ' 7,374 63
6,191 53 ¢

5,065 43

. ) 4,036 34,

Thereafter.....o.ivvevveeeeeens 19,089 162
Total minimum future rentals ........................................................................ ¥51.495 , 3438
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23. Other commitments and contingencies, concentrations and factors that may affect future operationsﬁ

Commitments outstanding at March 31, 2006 for the pur-
chase of property, plant and equipment and other assets
totaled ¥103,324 million ($880 million).

Toyota enters into contracts with Toyota dealers to guaran-

. tee customers’ payments of their installment payables that

arise from installment contracts between customers and

Toyota dealers, as and when requested by Toyota dealers.

Guarantee periods are set to match maturity of installment
payments, and at March 31, 2006, range from 1 month to 35
years; however, they are generally shorter than the useful lives

of produrets sold. Toyota is required to execute.its guarantee
_primarily when customers are unable to make required pay-

ments. The maximum potential amount of future payments as
of March 31, 2006 is ¥1,236,977 million ($10,530 million).
Liabilities for guarantees totaling ¥3,355 million ($29 million)

have been provided as of March 31, 2006. Under these guar-
antee contracts, Toyota is entitled to recover any amount paid .
by Toyota from-the customers whose original obligations |
. Toyota has guaranteed.

In February 2003, Toybta, General Motors Corporation,
Ford, DaimlerChrysler, Honda, Nissan and BMW and their U.S.

- and Canadian sales and marketing subsidiaries, the National

Automobile Dealers Association and the Canadian Automobile
Dealers Association were named as defendants'in purported
nationwide class actions on behalf of all purchasers of new
motor vehicles in the United States since January 1, 2001.'26
similar actions were fited in federal district courts in California,
lllingis, New York, Massachusetts, Florida, New Jersey and
Pennsylvania. Additionally, 56 parallel class actions were filed
in state courts in California, Minnesota, New Mexico, New
York, Tennessee, Wisconsin, Arizona, Florida, lowa, New
Jersey and Nebraska on behalf of the same purchasers in these
states. As of April 1, 2005, actions filed in federai district

courts were consclidated in Maine and actions filed in the

state courts of California and New Jersey were also consolidat-
ed, respectively. :

The nearly identical complaints allege that the defendants.

violated the Sherman Antitrust Act by conspiring among
themselves and with their dealers to prevent the sale'tg United

States citizens of vehicles produced for the Canadian 'market.
The complaints allege that new vehicle prices in Canada are
10% to 30% lower than those in the United States and that
preventing the sale of these vehicles to United States citizens
resulted in United States consumers paying excessive prices for
the same type of vehicles. The complaints seek permanent

Jinjunctions against the alleged antitrust violations and treble

damages in an unspecified amount. [n March 2004, the feder-
al district court of ‘Maine (i} dismissed claims against certain
Canadian sales and marketing subsidiaries, including Toyota
Canada, Inc., for Iacquf pefsonal jurisdiction but denied or
deferred to dismiss claims against certain other Canadian
companies, and (ii) dismissed the claim for damages based on
the Sherman Antitrust ‘Act but did not bar the plaintiffs from
seeking injunctive relief against the alléged antitrust violations.
The plaintiffs have submitted an amended compliant adding a
claim for damages based on state antitrust laws and Toyota
has responded to the plaintiff’s discovery requests. Toyota
believes that its actions have been lawful. In the interest of
quickly resolving these legal actions, however, Toyota entered
into a settlement agreement with the plaintiffs-at the end of
Febsuary 2006. The settlement agreement is pending the,
approval of the federal district court, and immediately upon
approval the plaintiffs will, in accordance with the terms of
the settlement agreement, withdraw all pending actions
against Toyota in the federal district court as well as all state
courts and all related actions will be closed.
.Toyota has various other legal actions, governmental pro-

ceedings and other claims pending against it, including prod-

. uct liability claims in the United States. Although the claimants

in some of these actions seek potentially substantial damages,
Toyota cannot currently determine its potential liability or the
damages, if any, with respect to these claims. However, based
upon information currently available to Toyota, Toyota
believes that its losses from these matters, if any, would not
have a material adverse effect on Toyota's financial posutlon
operating results or cash flows.

In September 2000, the European Union approved a dlrec-
tive that requires member states to_promulgate regulations

‘




|mplementsng the following: {i) manufacturers shall bear all or
a significant part of the costs for taking back end-of-life vehi-
cles put onithe markat after July 1, 2002 and dismantling and
recycling those vehicles, Beginning January 1, 2007, this
requirement will also be applicable to vehicles put on the
market before-July 1, 2002; (ii} manufacturers may not use
certain hazardous materials in vehicles to be soid after July
2003; {iii) vehicles type-approved and put on the market after

December 15, 2008, shall be re- -usable and/or recyclable to a-

minimum of 85% by weight per vehicle and shall be re-usable

.and/or recoverable 1o a minimum of 95% by weight-per vehi-

cle; and: (lv) end-of-life vehicles must meet actual re-use of

80% and re-use as material or energy of 85%, respectwely, of

vehicle weight by 2008, rising respectively to 85% and 95% by
2015. All cjf the member states, other than Ireland, which is
currently in the process of legislation domestically, have
adopted legislation to implement the directive. In addition,
countries such as Sweden, Denmark and Belgium have exist-
ing legislation that partially implements the directive.
Cutrently, there are uncertainties surrounding the implemen-
tation of the applicable regulations in" different European
Union member states, particularly regarding manufacturer
responsibilities and resuttant expenses that may be incurred.

In addrtlon under this directive member states must take
measures to ensure that car manufacturers, distributors and

ather auto related economic operators establlsh adequate -

-, f.

24, Segn'i"ent data:

used vehicle collectionand treatment facilities and to ensure
that hazardous materials and recyclable parts are removed

from vehicles prior to shredding. This directive impacts -

Toyota’s vehicles sold in the European Union and Toyota

. expects to introduce vehicles that are in compliance with .such

measures taken by the member states pursuant to the direc-

“tive.

Based on the legislation that has been enacted to date,
Toyota has provided for its estimated liability related to, cov-

cered vehicles in existence as of March 31, 2006. Dependmg_
on the legislation that is yet to be enacted by certain member -

states and subject to other circumstances, Toyota may be
required to provide additional accruals for the expected costs
to comply with these regulations. Although Toycta does not
expect its compliance with the directive ta result in significant
cash expenditures, Toyota is contipuing to assess the impact

. of this future legislation on its results of operations, cash

flows and financial position.

Toyota purchases materials that are equivalent to approxi-
mately 10% of material costs from a suppller WhICh is an affili-
ated company.

The parent company has a concentration of Iabor supply in
employees working under collective bargaining agreements '

and a substantial por'uon of these employees are working
under the agreement that will explre on December 31, 2008.

fl

“The opérat.ing segments reported below are the segments of

Toyota for; which separate financial informatian is available
and for which operating income/loss amounts are evaluated
regularly by executive management in deciding how to allo-
cate resources and in assessing performance.

The major portions of Toyota's operations on a worldwide

basis are derived from the Automotive and Financial Services-

business segments The Autocmotive segment designs,. manu-

. factures and distributes sedans, minivans, compact cars,

sport_—unllty vehicles, trucks and related parts and accessories.
The Financial Services segment consists primarily of financing,

and vehicle and equipment leasing operations to assi§t in the
. merchandising of the parent company and its affiliate companies -

.

products -as well as other products. The All Other segment
includes the design, manufacturing and sales of housmg
telecommunications and other-business.

. The following tables present certain information regarding’

Toyota's industry segments and operations by geographic
areas and overseas revenues by destination as of and for the

years ended March 31, 2004, 2005 and 2006. From the year_

ende:d‘March 31, 2006, in Geographical Segment information
and overseas revenues by destination information, “Asia”
region has been disclosed separately from “Other” region.

Prior year information has also been disclosed for comparative -

purposes,
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Segment operating results and assets—
' As of and for the year ended March 31, 2004:
’ ) " Yen-in millions
Inter-segment -
- , , Elimination/ ;o
Financial Unallocated '
- * Automotive Senvices All Other Amount * Consolidated
Net revenues . : . . Lo L
© Sales 10 extarnal CUSIOMES ........ccc.cceooeceerrre i ¥15963,100 ¥ 716727 . ¥614933 ¥ — ¥17,294760
Inter-segment sates and transfers ' ; 10,726 30,125 281,311 (312,162) —
TOAL oo e 15,973,826 736,852 " 896,244 (312,162) 17,294,760
QOperating expenses 14,454,872 590,854 880,997 . (298,853) 15,627,870 -
Operating incame..... ¥ 1,518,954 ¥ 145998 ¥ 15247 ¥ {(13,309) ¥ 1,666,890
ASSEtS ...y TPV OOP R PEUPRTOIY ¥10,207,395 ¥8,138,297 ¥941,925 ¥2,752,611 - ¥22,040,228
" Investmeént in equity method iNvestees ......................... 1,092,713 " 211,657 _ 8 . 60,407 1.364.777
bepreciation EXPENISES . ..1vvevrarsrerre e remeesreereesmnaenas eeeerreans 772,829 175,533 21,542 . —. 969,904
Capital expenditure...........c..oceo.... [ 1,020,608 432,222 43,212 . (7.501) 1,488,541
As of and for the year ended March 31, 2005: .
. : TN _ Yenin millions -
B Inter-segment
R - Elimination/
’ . . R Financial Unallocated
. . CAutomotive Services All Other Amount. - Consolidated
Net revenues ) ) . ’ B g
Sales to external customers ........... i ¥17,098,415 ¥ 760,664 ¥ 692447 ¥ - — ¥18,551,526
Inter-segment sales and transfers ..ot 15,120 - 20,597 . 337,873 . (373,500) =
! TOtal e 17, 1‘13,535 781,261 1,030,320 " (373.590) 18,551,526
Operaiing EXPENSES ot 15,661,000 - 580,408 996,577 (358,646) 16,879,339
OPErating INCOME ......ovvve.oooveeoeoeeeevereeeveeese o ¥ 1,452,535 ¥ 200,853 ¥ 33,743 ¥ {14,944) ¥ 1672187
F T LU O PPUOPTTUOTN ¥11,141,197 ¥9,487,248  ¥1,025,517 ¥2,681,043  ¥24,335,011
Investment in equity method investaes ...t 1,271,044 - 215,642 .= 75,746~ .1,562,432
DEPIeCiation EXPEMSES..........ovvcrverrerr et 754,339 220,584 22,790° = 997,713
Capital expenditure ..o 1,161:757 726,777 50,555 . (‘i5,849) 1,923,240
' "As of and for the year ended March 31, 2006: -
: . . Yen in millions
. . Inter-segment
Eliminatiory
. Financial * ' Unallocated ’
- Automotive Services All Other Amount Consolidated
Net revenues . . . ) ' . .
" Sales to external customers ¥19,325,616 ¥ 977416 ¥ 733,877 ¥ — ¥21,036,909
Int_er—seghent sales and transfers 12,528 19,493 456,414 {488,435) . —
19,338,144 996,909 1,190,291 (488,435) '21,036,209
17,644,099 841,092 1,150,543 (477.167) 19,158,567
¥ 1,694,045 ¥ - 155817 ¥ 39,748 . ¥ (11,268).¥ 1,878,342
¥12,354,827 ¥11,613,508 " ¥1,191,261 ¥3,571,999 ¥28,731,595.
Investment in equity meth 1,459,556 287,326 ) - 73,835 1,820,717
i Depreciation expenses......... S . 880,360 301,734 29,084 - 1,211,178 -
Capital BXPENGIUIE ....oorfeveeeereeoeereeeeooeeeeserersereeesersenens '1,615,814° 1,110,191 45,282 - 47) 2,771,240
I - ! '




U.5. dollars in millions

. ¥ Intgr-_segl_'nen:
Elimination/
Financial Unallocated \
Automotive Services All Other - Amount Consolidated
Net revenues . o .
$164,515 $ 8,321 $ 6,247 s — $179,083
107 165 '3,886 {4,158) -
164,622 . 8,486 10,133 (4,158) 179,083
150,201 7.160 9,794 {4,062) 163,093
$ 14,421 $ 1,326 $ 339 $ (96) $ 15,990
$105,174 ~ $98.864 $10,141 $30.,408 $244,587
12,425 2,446 o= 628 15,499
Depreciation BXPENSES . ..ov oo eecrn e nearessneanes PR 7494 | . 2,569 . - 248 — 10,311
Capital expenditure........c.coovvnnnnnn v ere et 13,755 9,451 385 {0) 23,59
Sales te external customers and operating income of the  periods mainly in connection with capitalization of certain dis-
! Financial Services segment for the year ended March 31, .bursements, including dishursements made in prior years,
12005, includes the impact of adjustments totaling ¥14,991  directly related to origination of loans in accordance with FAS
million. mgde by a sales financipg subsidiary in the! United No. 91. ' L
States of America for the correction of errors relating to prior : o
Geographic information— :
.+ Asof and for the year ended March 31, 2004: ‘
. Yen in milions
: : Inter-segment
| [ - Eliminationy
. North Unallocated
i Japan America Europe Asia Other Amount Consolidated
Net revenues ‘ ’ , .
Sales to e_éxternal customers...... ¥ 7,167,704 . ¥3,910,422  ¥2,018,965 ¥1,196,836 ¥1,000829 ¥ —  ¥17,294,760
lnter-seg}nem sales . . ’
and transfers..............o.c....... 4,422,283 217,217 145;372 46,685 117,533 (4,949,090 —
Totalloie 11,589,987 6,127,639 ‘2,164,341 ' 1,243,521 1,118,362 (4,949,090} 17,294,760
Operating expenses.............. 10,481,860 . 5,736,662 2,091,866 1,183,244 1,081,726 (4,947 ,488) B 5,627 870
Operating income..................... ¥ 1,108,127 ¥ 390,977 ¥ 72475 ¥ 60,277 ¥ 36636 ¥ (1,602) ¥ 1,666,890
L ASSELS e - ¥10,210,904 ¥6,674,694  ¥1,842,947 ¥ 734,609 ¥ 832,667  ¥1,744,407 ¥22,040,228
Lohg-lived AS5815 .00 uuiiieeniiiiine 3,032,629 1,536,550 448,954 180,493 156,021 — 5,354,647
i " As of and for.the year ended March 31, 2005:
Yen in miffions
. H ~ Inter-segment
: . Elimination/
" ' ' ~North . ] Unallocated .
: Japan America Eurcpe Asia Other - Amount Consolidated
| © T Net revenues . " ’ ' ’
| " Safes to external customers ...... ¥ 7,408,136 ¥6,187,624 ¥2,305,450 ¥1,572,113 ¥1,078,203 ¥ —  ¥18,551,526
I ‘ ' Inter-segiment sales . : o ‘ o )
and transfers,, . 4,596,019 185,829 173,977 53,309 105,499 {5,114,633) —
Total 12,004,155 6,373,453 2,479,427 1,625,422 1,183,702-" (5,114,633) 18,551,526
‘ Operating expenses................ 11,016,913 - 5,925,894 2,370,886 1,531,650 1,136,248 {5,102,252) 16,879,339
Operating income.................. ¥ 087,242 ¥ 447559 ¥ 108541 ¥ 93,772 ¥ 47454 ¥ (12,381) ¥ 1,672,187
ASSRIS .. e ¥10,740,796 ¥7,738,898 ¥2,242,566 - ¥ 945,635, ¥ 998,172 ¥1,668,944 ¥24,3§S,011
Long-lived assets .........c....oeovun: 310,123 - 1,708,147 544,597 ;  247.507 185,220 — 5795594
\
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As of and for the year.ended March 31, 2006:

Yen in millions

Inter-segment

) Elimination/
North . : - ' - Unallocated .
Japan ' “America Europe Asia Other - Amount Consolidated

Net revenues . . ) E ’ . - )

Sales to external customers ... ¥ 7,735,109 ¥7,455,818 ¥2,574,014 ¥1,836,855 ¥1,435,1 13 ¥ — ¥21,036,909
Inter-segment sales ' . S ’ . .
and transfers.......occveeeiieneeenns 5,376,348 232,124 - 153,395 205,951 166,623 (6,134,441) ‘ — - '
Total. i 13,111,457 7,687,942_ 2,727,409, 2,_042,806 1,601,736  (6,134,441) 21,036,909 :
Operating eXpenses................. ' 12,035,567 7,192,304 2,633,462 ~ 1,897,260 1,534,546 (6,134,572) 19,158,567

' Operating income.........civveeene ¥ 1,075,890 ¥ 495,638 ¥ 93,947 ¥ 145546 ¥ 67,190 ¥ 131 ¥ 1,878,342
ASSES ..ot e ¥12,177,125 ¥%9,199,818 ¥2,471,258 ¥1,255,350 ¥1,299,072 ¥ 2,328,972 ¥28,731,595,
Long-lived assets....... e, 3,395,553 2,403,211 666,543 347,892 253,429 - . 7.066,628

1U.5. dollars in millions . ~
: - o Inter-segment
o ~ Elimination/
- North } ' ‘Unallocated
- lapan America Europe ‘Asia Other Amount Consolidated

Net revenues . . . , .

Sales to external customers ...... $ 65,847 $63,470 $21.912  $15,637 2217 $ — $179,083
Inter-segment sales ' ' : - ) : )
and transfers ..., 45,768 © 1,976 1,306 1,753 1,418 . (52,221} —

e Total 111,615 65,446 23,218 17,390 13,635 (52,221) 179,083
QOperating expenses.............. " 102,456 61,227 1 22,418 16,151 13,063 (52,222} 163,093
Operating income... '$ 9,159 $ 4,219 $ 800 s $ 1,239 $ 572 $ . 1 $ 15990
ASSETS o $103,662 '$78,316 $21,03:7 $10,687 $11,059 $19.826  $244,587
Long-lived assets..................... v - 28,906 20,458 - 5,674 2,962 2,157 — 60,157 °

Revenues are attributed to geographies based on the coun- -

try location of the parent company ar the subsidiary that
transacted the sale with the external customer.

»

to revenues, operating expenses, operating income, assets and
long-lived assets-included in cther foreign countries.
Unallocated amounts included in assets represent assets
hefd for corporate purposes, which mainly consist of cash and
cash equivalents and marketable securities. Such corporate
assets were ¥3,270,973 million; ¥3,308,055 million and

" 4,231,148 million ($36,019 million), as of March 31, 2004,

2005 and 2008, respectively.
Transfers between industry or geographic segments are
made at amounts which Toyota's management believes

There are no any mdmdually material countries with respect:

" The following information shows revenues that are attributed

-Enterprise and Related Information ("FAS 131"), Toyota dis- -

approximate arms-length transactions. in measuring the -
reportable segments’ income or losses, operatlng income con-
sists of revenue less operating expenses.

Overseas revenues by destination—

to countries based on location of customers, excluding cus-
tomers in Japan. In addmon to the disclosure requirements
under FAS No. 131, Disclosure about Segments of an

closes this information in arder to provide financial statement
users with valuable information.

L.5. dollars
Yen in millions - in millians
i ] Fortheyearended =~ ~

- ) " For the years ended March 31, March 31,
2004 . 2005 2006 2006

'¥6,108,723 ¥6,374,235 ¥7,687,738 $65.444

2,037,344 2,365,525 2,607,819 22,200

4
T 1,393,084 1,776,554 2,005,777 17,075 .
71,962,064 2,089,210 2,721,981 23,172




v ‘ .
f v 4
H
v
P -
i
Certain financial statement data on non-financial services and financial services businesseés—
C The flnanoai data below presents separately Toyota's non- f:nanmal services and fmanual services businesses.
Balance sheets—
U.S.dollars
Yen in millions in millions
. 5 . . . ‘March 31, March 31,
! 2005 - 2006 2006
i Non-Financial Services Businesses :
Current assets v ] . ) o . .
, Cash and cash’equ'\vaients ............... RETT ettt e ¥ 1,324,126 * ¥ 1,418,022 - $ 12,01
Time déposits.....‘ ................ OO I 8,006 14,024 , 119
' Marketable secuntles ............................................................................................ : 541,785 . 633,036 5,389
Trade accounts and notes receivable, less allowance for doubtful accounts ............ 1,837,539 2,002,577 17,048 -
IWEITEOIES . oero.. oo oo oee s I 1,306,709 1,620,975 13,799
Prepaia expenses and other current assets............. ' 1,382,987 1,466,019 - . 12,480
Totali current assei;s ................................................. e e eeeeeeans . 6,401,152 7,154,653 60,906
Investments and other assets................. et e 4,804,843 5,702,376 48,543
Praperty, 'plant and equipment ...t e, PR 4,579,052 5,207,760 44,333
: Total Non- Financial Services BUSINESSES SSETS... . ovnvvereiseren . 15,785,047 18,064,789 " 153,782
Flnam:|ai Sérvices Businesses . . ' ) ' ‘ r
Current assets . e : ) . .
Cash and cash equwalents .......... JS OSSOSO TP U e S 159,627 151,365 1,289
Time depoths ............. e, e 55,603 .-36,325 309
Marketable Securities ............. e T 1,339 1,843 16
Flnance recewables ABE e e e e © 3,010,135 3,497,319 29,772
Prepard expenses and other current assets ... 609,946 | 674,522 5,742
Total CUMTENE BSSELS ..o e seeeesseses e es e reenees 3,836,650 4,361,374 37,128
Noncurrent finance receivables, net ......... s SRR . -3,976,941 4,830,216 41 ,‘I' 19
investments and other assets............ SRR i O OO . 457,115 563,050 . 4,793
Property, | ;'p\ant and eqUIPMENt .. ...l UOUORNE SOURPOPR e 1,216,542 1,858,868 15,824
Total Fmanaal Serwces Businesses assets ... v N 9,487,248 11,613,508 98,864
Ellmlnatlons ................................................. (937,284) (946,702) . -(8,059)
. ¢ TORAN ASSEES .ooo oo ooooo oo ¥24335,011  ¥28,731,595 $244,587
Aséets |r} the non-financial service include unallocated corporate assets.
. : ' X N
i
|
| ;
-
1w . '
i
)
- i t
g, ! .
3
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" ' U.S.dollars
. Yen in millicns in millions

March 31,

March 31, ~

2005

2006

2006

Non-Financial Services Businesses ) - ' : ) ' -
Current liabilities ’
SHOTE-EEFT BOITOWINGS. 1 11vsvee oo eeeseemeseemeoee e
Curtent portion of ING-LErM debt... . imneeeregerreesmnsnnees -+ 60,092
Accounts payable . 1,847,036

Accrued BXPBIISES 11111 vveeeeeeereiossseensoeeeseeeseeelseE e mmees e ees e see s on 1,200,122 -

Income taxes payable.. ~ 263,291

i ¥ 713,474

¥ 797,969
68,299

© 2,084,399
. 1,357,335

328,360 -

1,138,529

$ 6,793
582
17,744
11,555
2,795
9,692

Other cUrrent HABIHES .............oco.. oo cerrrecrinceeeiecseseessees oo 1,055,336
Total CUPFENt HABIIIHIES ......o.vevvviiveivuriissrsssios s eese e reeeems et eenbo s eeoeees 5,139,351

5,774,891

49,161

Long-term liabilities ‘ T, s o .
Long-term debt... 747,911
+Accrued pension and severance costs PO 645,308
Other Iong term ||ab||:t|es...'....j ...... e SSUTOO PO UUUROPOUTRRTRON 564,185

730,072
676,999
823,540

[

6.215
5,763
7.011

Total kong-term liabilities... e e 1,957,404

2,230,611

18,989

Total Non-Financial Ser\nces Businesses Ilabllltles e 7,096,755

8.005,502

68,150

Fmancral Services Businesses
Current liabilities . > ) .
SROMTRIMN BOTIOWINGS. 1o vvevoevoeseess e ceme oot st 2,269,197~
Current portion of Iong-term debt 1,092,328
Accounts payable...........liiii + 15,542
ACCTUB BXPEMSES 1..ovuvveere s e e b b i 93,042
Income taxes PayablE. ... s 29,544
Other current liabilities.............ccconecennrie. 289,850

2,932,799
1,662,589
9,273
111,133

19,128
305,136

24,966
14,153
79
946
163
2,598

. Total current liabilities... 3,789,503

42,905

Long-term liabilities . . -
Long-term debt... 4,503,247
Accrued pension and severance COSES e et > 1,681
Other 10nG-1ermm ADIHIES. ......o....rrorersoeoeeore s 331,827

5,040,058

- 5,071,482
2,919
408,883

43,172
25
3,481

"Total long-term Iiabil_ities... 4,836,755

-5,483,284

46,678

10,523,342

89,583

. Total Financial Services Businesses liabilities ‘8,626,258

Eliminations (937,881)

(947,278}

* {8,064)

Total liahilities 14,785,132

- 17,581,566

149,669

Minority interest in consolldated sub5|d|ar|es -
" Shareholders’ equity ... e ‘9,044,950

504,929 -

589,580

10,560,449 ..

5,019
89,899

¥28,731,595

TotalIlabllmesandshareholders equnty et eeeerein s st aenensneneneeenns ¥24,335,011

$244,587
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Statements of income— ,
L ) U.5. dollars
. Yen in miflions in millions -
. ‘ o For the year ended
H For the years ended March 31, March 31, '
i B . 2004 2005 2006 2006 |
Non-Financial Services Businesses o . ' '
NEL TEVENUES ot ocrerr e et S ... ¥16,586,814 ¥17,800,357  ¥20,068,284 '$170,838
Costs and expenses ’ ' o
COSt'OF FOVEMUSS....ooorooeee s o 13,507,835 14,497,252 16,335,340 139,060
Sel!ing,“lg_eneral and adminstrative. ... 1,540,724 1,813,288 1,993,528 16,971
‘Total costs and é)}penses ..................................... L e 15,048,559 16,310,540 18,328,868 . 156,031
Operatmg mcome ................................................ 1,538,255 1,489,817 1,739,416 . 14,807
OtNEETNCOME, NE werr oo . 97,885 68,736 ° 201,978 1,720
Income béfore income taxes, minarity interest . . . :
and equity in earnings of affiliated companies ettt S : 1,636,140 . 1,558,553 " 1,941,394 16,527
Provmon for income taxes .. e, 627,038 578,709 736,909 6,273
Income before minority interest and equny oo o ; .
in earnings of affiliated companies ... b, 1,009,102 979,844 1,204,485 10,254
Minority interest in consolidated subsidianies ...........c.cccociee Zeeee. (41,886} (63,952) (82,401) (702)'
Equity in éamings of affiliated compames 107,542 -131.849 142,139 . 1,210
Net incorfﬁs.L'Nan-Financial Services BUSINESSES .....coovviivenrnrinnaeres 1,074,758 1,047,741 1,264,223 10,762
W N 1
Financial ‘Sze'rvices Bustnesses . .
. Net r8VenUes ........coovvvvmeeroeenn! S OO OSSR 736,852 781,261 996,909 8,487 '
Costs and- expenses ' ' .
b Cost ofrevenues............ , 365,750 376,150 613,563 5,223
Sellingj general and administrative. ... 225,104 204,258 227,529 © 1,937
> ‘ Total costs and expanses ................. e 590,854 580,408 841,092 - 7,160 -
Dperating'income TR, e s e 145,998 200,853 © 155,817 1,327
C OMhEr GKPENSE, NET .....eoovotvvviesessersnersers s s ereens e e - (16,438). (4.764) (9,859) (84)
income before income taxes, minority interest - i
and equity in earnings of affiliated COMPANIEs .........c... -129,560 196,089 , 145,958 1.243
Provision ‘for TAICOMNE TAXES oo etiees e s rean s rereereeeeeniands 53,959 78,748 58,241 496
Income before minority interest and equity oo ]
in earnings of affiliated companies 175801 T 117,341, " 87,717 747
Minority interest in consolidated subsidiaries {815} L. (988) {1,992) : {17)
Equity in earnings of affiliated companies ........ 12,753 . 7.622 22,227 ¢ 189
_Net income-Financial Services Businesses... 87,539 , 123,975 107,952 EXED
Eliminations , (199) (456) 5 0
NE INCOME oo s ... ¥ 1,162,098 ¥ 1,171,260 ¥ 1,372,180 $ 11,681
(‘; N ;
.
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Statements of ;ésh flows—

' . Yen in millions Yen in millions -

128

P ‘ . For the year ended March 31, 2004 For the year ended March 31, 2005
- A R Non-Financial Financial Non-Financial Financial N
Services Services : . Services Services X !
Businesses Consolidated Businesses , Consolidated

Businesses

Businesses

Cash flows from operating activities

¥ 1,171,260

NEt iNCOME ..co..oin e, ¥ 1,074,758 ¥ B7,53% ¥ 1,162,098 ¥ 1,047,741 ¥ 123975
Adjustments to reconcile net income to net cash ’ : : X ' ' :
provided by cperating aCtIVIt'.ES . . .

.. Depreciation.......ccccoeeviiiineeiveenn, s 794,371 175,533 969,904 777,129 220,584 997,713 *
Provision for doubtful accounts . . ’ ]

R and credit losses........... s e 13,356 69,782 83,138 - 15,752 47,402 63,154
.Pension and severance costs, less payments........ {159,291), . . 24 (159,267) ~ (53,401} 468 . (52,933)
Losses on disposal of fixed assets...................... 38,708 1,038 - 39,742 148334 825 49,159
Unrealized losses on : '

available-for-sale securities, net ... 3,063 — 3,063 2,324 — 2,324
Deferred income taxes.... , 82,918 37,603 120,828 29,398 54,860 - 84,711
Minority interest in consolidated subsidiaries ...... 41,886 815 42,686 . 63,952 588 -64,938
Equity in earnings of affiliated companies............ (107,542) {12,753) (120,295) {131,849)" (7,622) " (139,471)
Changes in operating assets : ' .

and liabilities, and other ... . 88,212 {13,546) 44,837 " {97,535) 203,762 130,085

. Net cash provided by operating activities 1,870,439 346,031 2,186,734 1,701,845 645,242 2,370,940
Cash flows from investing activities : : . R
Additions to finance receivables.............ccovov —  (8,814,390) (5,234,578) — '(9,562,203) (5,594,375}
Collection of and proceeds - . . : ..
. from sale of finance receivables ............................ — 7,566,463 4,082,940 — 8,586,796 4,674,919
Additions to fixed assets excluding . T . o
equipment leased to others ..., (923,105) (22,698) {G45,803) (1,049,572) (18,715)  (1,068,287)
Additions to equipment teased to others .. (133_,214) ' (409,524) {542,738) . . (146,891) (708,062) {854,953} -
Proceeds from sales of fixed assets excludlng R . ) . B - . ’
equipment leased to others ..., . 63,211 10,714 73,925 - 60,034 9,362 69,396
Proceeds from sales of equment - ) - ' '
leased to others... 78,393, 210,288 288,681 84,450 ' 232,006 316,456
Purchases of marketable securities . ! '
and security investments.............c...occoeoveeiierieene (1,077,317) {259,150) (1,336,467) (1,053,417} (‘I 12 374} (1,165,791)
Proceeds from sales of and maturity of R ' ' '
marketable securities and security investments...... 1,108,265 327,877 1,436,142 471,614 102 329 573,943
Payment for additional investments v, C : ) -
in affllrated companies, net of cash acqmred ......... (20,656) — (20,656) (901) : — {901)
Changes in investments . : '
. and other assets, and other ... {16,051) {41,054)  (17,941) 84,979 (16,485) .(11,603)
Net cash used in investing actiwtles (920,474) {1,431,474) (2,216,495) (1,549,704) (1,487,346) (3,061,196)
Cash flows frdm financing activities . - . .
Purchase of common stock....... e (357,457} — (357,457) * - {264,106) — (264,106) -
Proceeds from issuance of long-term debt . 48,373 - 1,682,550 1,636,570 27,363 1,862,012, 1,863,710 -
. Payments of long-term debt . ... L (140,384)  (1,187,219), {1,253,045) {59,689) (1,160,710) (1,155,223)
Increase (decrease} in short-term borrowmgs .......... (105,051) 544,806 353,833 564 178,856 . 140,302
Dividends paid.... (137,678) L= (137,678} (165,299) = (165,299)
Other .. " (15,000) 15,000 (7,000) 7,000 =
’ Net cash prowded by (used iny ‘ - . - '
financing activities............ccoovee e (707,197) 1,055,137 242,223 (468,167) 887,258 419,384
Effect of exchange rate changes ) . ] . :
on cash and cash equivalents......... ..o (61,623) {13,091) (74,714) - 21,276 3,573 24,849

Net increase (decrease) : . v . : . '

.in cash and cash equivalents.... . 181,145 . {43,397 137,748 (294,750) 48,727 © {246,023}

Cash and cash equivalents at- begmnlng of year " 1,437,731 . 154,297 1,592,028 1,618,876 110,900 1,729,776

Cash and cash equivalents at end of year... ¥1,618,876 ¥ 110,900 ¥1,729,776 ¥ 1,324,126 ¥ 159,627 ¥ 1,483,753




Addltlons,to finance receivables. ...l o —
Collection of and proceeds from sale '

(11,407,390) . (6476,979)

i
p . v
v L . ,
i >
T o
) - _
, 4 ' ,
[ : : '
s .
’ ‘Jl ' '
. w - ~ o
S - Yen in millicns U.S. doltars in millions .
l! ’ o . For the year ended March 31, 2006 For the year ended March 31, 2006
T { . o - Non-FinanciaI E Finar_\cial.. Non-Financial Financial .
i o . ) Services Services . . Services, - Services .
no.o-! R Businesses Businesses Consolidated Businesses - Businesses  Censolidated
‘ Cash flows'_from operating activities s L, o L - )
-Neti |ncome ............................ i, ¥ 1,264,223, ¥107,952 ¥ 1,372,180 $ 10,762 ° $ 919 $ 11,681
Ad]ustments to reconcile net income . T ' '
» tonet cash provided by operatmg actlvmes . . ‘ ) Yo :
Depremanon ............................................... T 209,444 301,734 1,211,178 7,742 2,569 ' 1031
. Provnslon for doubtfulaccounts and credit losses .. 10,361 - ' 52,285 . 62,646 ‘B8 445 "’ 533
, Pensmn and severance costs, less payments ... 22,664 1,196 . 23,860 193 . 10 . - 203
_Losses on disposal.of fixed assets...u..rirrnrrnnn. 54,614 . - 367 54,981 465 ' 3 468
. Unrea!lzed losses on . N P o o
available-for-saie secyrities, net ..., . . 4,163 = 4,163 36 —_ 36
Deferred income taxes : 31,370 1,889 33,262 267 . 16 ~ 283
Mlnomy |nterest in consolidated subsidiaries ...... 82,401 1,992 84,393 701 17 - . 718
Eqwty in eammgs of affiliated companies.. . {142,139) (22,227) ' (164,366) (1,210) . (189) (1,399}
,Changes in operating assets  ~ . . o g : . T
© and Ilab lities, and other ................. e © - {214,507) 138,766 {166,817) - (1,826) . 1,181, 0 (1,420)
Net ?ash prowded by operatmg activities ........ 2,022,594 583,954 2,515,480 17,218 4,971 21,414
Cash flows,from investing actlwtles S l

—  (97,109)  (55,137)

of finance receivables .l e N . — 10,545,425 . 5,718,130 —_ 89,7_71 48,678
Addltlonslto fixed assets excluding ‘ " o . ' CoL T ) v ‘
.equipment leased to OLRIBFS v * {1,516,658) {6,801) (1 ,523,459) {12,911) (58) (12,969)
Additions to equnpment leased to others ... oo, 5 (144,391) (1,103,390) (1,247,781) (1,229) (9,393} {10,622)
Proceeds from sales of fixed assets excluding ' o ' ' . C o
eqmpment léased 10 Others ......c.rviwrorcereeas i 81,950 7.628 . 89,578 697 .65 762
. Proceedslfrom sales of eqmpment o o . B .
|eased to others......ccvivne T s . Y- 112,692 297,991 © 410,683 959 2,537 3,496
_Purchases of.marketable securities T . T : oL S L
and securlty investrents (764,016) - (193,280) (957.2?6) : (6,504) - - {1,645} (8,149}
Proceeds from sales of and maturity of o S . : . . '
marketable securities and secunty investments...... 561,948 . 129,084 691,032 - 4,784 . .1,098 5,882
Payment for additional investments . e L T . - : .
in affiliated companies, net of cash acqmred ......... + (1,802) — (1,802) _(19) — (15}
Changesm investments . . Lo s S .
+and othler assets, and other ........ SO © (3,292) {(83,104) (77,606} . (28) " (707) ©  (661) -
s MNet ;cash used in investing actlwtles ................ .- 1,673,569} (1,813,837) (3,375,500} (14,247) : {15,441) {28,735)
2l T . : T
Cash flows from financing activities . ST .
Purchase of common stock 7 (129,629) —  {129,629) (1108) - - — T (1,104
" Proceeds, from issuance of long- term debt. 33,904 1,930,823 1,928,788, . 289 - 16,437 ~16,420°
Payments of long-term debt oo, . (59,778) 11,233,336) (1 187, 506) (509) . . (10,499) " {10,109)
increase |n short-term borrowmgs 86,731 - 513,602 509_,826 " 739 ¢ 4,372 4,340
D|V|dends Pait e, I .. (244,568) — (244,568) (2,082) ~ - . — ~ (2,082)
"0 Net'cash prowded by {used in) L - ) . T .
fmancmg ACHIVITIES . e L7 (313,340) 1,211,089 876,911 (2,667) 10,310 . - 7,465
Effect of exchange rate changes, o - . e L . o7
on cash and cash equwa!ents....'...:..‘....‘..L..‘ ................ ) 58,211 10,532 68,743 . -, 495 a0 . 585
Net mcrease (decrease) in cash and ST - - . S o
cash equIvAIeNts ..........c.. it S 93,806 = (8,262) 85,634 © 799 7o) . 729
_Cash.and cash equwalents at beglnnlng of year . 1,324,126 " 159,627 1,483,753 11,272 1,359 . 12,631

Cash and cash equivalents at end of year....-. ¥ 1,41 8,022

¥ 151,365 ¥ 1,569,387 )

$ 12071 . $ 1,289 513,360'

l

ln consohdated statements of cash flows as ¢l a55|f|ed |nto non-fmanmal services busmess and fmanaal services busmess cash
flows from origination.and collection actlwhes of finance receivables relatmg to inventory- sales are contmued to be reported in
© investing actnntles ’ L

»

i
b

i
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25. Per share amounts:

Recondiliations of the differences between basic and d|luted net income per share for the years ended March 31, 2004, 2005

and 2006 are as foliows

1

'
I
.

Yen in Thousands K
) millions of shares Yen L.5. doliars
’ . Weighted- ~ Net e
a average Income Net income
. Net income shares per share per share
For the year ended March 31, 2004 oL - '
Basic net iNCome per CoMMON ShAMe ... co.oooiveeivcccerens [T TR P ¥1,162,098 , 3,389,074 ¥342.90
Effect of diluted securities . . ' C NI
Assumed exercise of dilutive stock OPHONS...5...oooo.wtv. eooreeeee oo o 303 . " o
Dillited net income per CoMMON ShATe.....c....c..veieveeeioeeeeereerrerion, e %1,162,098 3,389,377 ¥342 .86 ‘
For the year ended March 31, 2005 ' . -7 ~
Basic net income per common Share ...t - ¥1,171,260 3,296,092 ¥355.35
" Effect of diluted securities T ‘ .
Assumed exercise of dilutive stock Options.......coocveoveveeeea. e e : (o 662
Diluted net income percommOn SHAT ... ecivinnei i anan ¥1,171,259 3,296,754 ¥355.28
For the year eﬁded March 31, 2006 .. o L I . .
Basic net income per COMMION SNETE <. eeee oo e eeeees s ¥1,372,180 3,253,450 ¥421.76_ $3.59
Effect of dilutive securities ) ’ o - ’
Assumed exercise of dilutive SEOCK OPTIONS ...l ovvo v, (5) 1,049 S '
Diluted net income per comman SRETE covmv s evvereccsrers st isiressossscaass st rscnsae s ¥1 372 175 3,254,499 ¥421.62 $3 59

Certain stock options were not |nc|uded in the computation
. of diluted net income per share for the years ended March 31,

2004 and 2005 because the options’ exercise prices were

greater than the average market price per common share.

during the period.
The following table shows Toyota’s net assets per share as
of March 31, 2005 and 2006. Net assets per share amounts

are calculated as dlwdlng net assets’ amount at the end of

"each period by the number of shares issued and outstanding

at the end of corresporiding period. In addition to the disclo-
sure requirements under FAS'No. 128, Earnings per Share,.

*Toyota discloses this information in order to provide financial

statement users with valuable information.

T MArCh 31, 2005 oo eee e
. March 31, 2006.

Yen in Thousands n . .
milliens of shares Yen U.S. dollars
Shares issued . '
and
K outstanding
- &t the end of Net assets Net assets
Net assets the year per share per share
¥ 9,044,950 3,268,078 ¥2,767.67 .
3,241,757 3,257.63 $27.73 °

10,560,449

=




- ChuoAoyama PricewaterhouseCoopers - PRICEAVATERHOUSE(COPERS

Dai Nagoya Building
3-28712, Meieki, Nakamura-ku
Nagoya, 450-8565 Japan . .

' REPORT OF INDEPENDENT REGISTERED
- PUBUC ACCOUNTING FIRM

. S.. . . . E . s <L ‘

To: the Shareholders and Board of Dlrectors of
Toyota Jidosha Kabushiki Kaisha
,(“Toyota Motor Corporation”)

H

In 5_our opinion, the accompanying consolidatedﬁbalance 'sheets‘and'the related consolidated
sta’tements of i'ncome shareholders’ eqdity and cash floyvs present fairly, in all material

‘ respects the financial position of Toyota Motor Corporation and its ‘subsidiaries at I\/Iarch 31,
2005 and 2006, and the results of their operations and their cash flows for each of the three
years in the perlod ended March 31, 2006 in conformity with accountlng prlnaples generally

' accepted in the United States of Amerlca These fmancral statements are the responsrbrllty of
the Company s management. . -Our responsibility is to express an oprnlon on these fmancral'
statements based on our audits. We conducted our aud:ts of these statements in accordance
With the standards of the Publrc Company Accounting Over5|ght Board (United States). Those
standards require that we plan and perform the audit o obtain reasonable assurance about
Whether the financial statements are free of material misstatement. An audit includes examin- -
|ng, on a test basis, evrdence supportlng the amounts and” disclosures in the financial state-
ments assessing the accountrng principles used and significant estimates made by -
management and evaluating the overall flnanaal statement presentation. We belreve that

. our audlts prowde a reasonable basrs for our oplnlon '

June 23 2006
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R&D Organlzatlon

As of March 31, 2006

-

‘Japan

@ Toyota Technical Location

Toyota City, Aichi Prefecture

Center .
- {Head Office) Activities Pianning, design, vehicle evalut!on
' , prototypes, etc.
@ Toyota Central  Location - Aichi County, Aichi Prefecture
Research & :
Establishment November 1960
Development :

Laboratories, Inc. Activities

Fundamental technicat research fer the
Toyota Group

Mishuku; Susono City, Shizuoka Prefecture

November 1966

® Higashi-Fuji Location
Technical Center Establishment
 Activities

Research and advanced development ~

@ Shibetsu Proving Location

Onnebetsu, Shibetsu City, Hokka\do

Ground . Establishment

October 1984 .

Activities

Vehicle testing and evaluation

U.S.A.

(5] Toyota Motor
Engineering &
Manufacturing

Location {R&D) Ann Arber, Michigan {with offices in Plymouth

Michigan; Terrance and Gardena, California;
Wittmann, Arizana; and Washington, D.C.)

- Europe - .
@ Toyota Motor  Location Zaventem, Belgium (with offices in Derbyshire,
S'Jmp? R&D/ . United Kingdom, and Kerpen, Germany)
t
(T:‘Insl{RaDcm;mg Establishment September 1987
Activities Support to Toyota's European pmlects,
{Evaluation of vehicles and material in
European conditions and environments;
Research and investigation of technotogies in_
7 Europe; Homologation of Toyota's vehicles
@ Toyota Europe  Location Cote d'Azur, France
gsiﬁgpmem ‘Establishment November 1998 -
(EDY) . Activities Design development (exterior styhng interigr
and color design), model production and
. design survey
®Toyola Location ‘Cologne, Germany
Motorsport  “Establishment July 1993
Activities Development of Fermula One race cars;

Asia Pacific

Participation in F1 races

- North America,

Inc. (TEMA)*  Establishment

April 2006

Activities

Conducts automotive R&D work in everything
from the testing and evaluation of U.S. parts
and materials to emissions certification and
technical research; also piays an increasingly
important role in the design-engineering and
development of Toyota preducts, particularly
those developed for the North American market.

@ Caity Design ~ Location

Newport Beach, California

Research, Inc.  “g<tablishment

October 1973

- Activities

Toyota's first overseas design base, where
Japanese and Amerlcan designers cooperate
in the research’and development of new
designs.-Design development thus far indudes
the second generation Celica, Estima (1.5,

name: Previa), Scarer (U.S. name: Lexus SC430), -

Tacoma, Prius and Solara. Furthermare, a new
building for advanced exterior, interior and -
color design was completed in May 1991, and
existing facilities were also improved.
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* TEMA i3 2 tonsolidated R&D and mamufacturing company in North America.

.

@ Toyota Technical Location

" Samut Prakan Province, Thailand-

Center Asia
Pacific Thailand Establishment

September 2003

. Co., Ltd. Activities
mCAP—TH)

TTCAP-TH <onducts research and develep-
ment work on product design, testing and
evaluation. ]
TTCAP-TH also distributes technology-related
information within the Asia Pacific region.

D Toyota Technical Location

Melbourne, Victoria, Australia

Center Asla = "¢ blishment

June 2003

Pacific Australia
Pty., Ltd. Activities
(TTCAP-AU)

TTCAP-AU conducts research and develop-

ment work on product design.
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‘Do m.efstic_

As of March 31, 2006

Domestic?PIants

Production Sites

Name i

+ Main products”

+ Start of operations

Chassis for Land-Cruiser, forging parts, chassis mechanical parts

Hirose Plant

I

"R&D and production of electronic parts and semiconductars, étc.”

i

Honsha Plant 1938
Matomachi Plant Crown, Brevis, Progrés, Mark X, Mark (1'Blit \ 1959
Kamigo Plant Engines ' ‘ 1965
Takaoka Plant " Corolla, Allex, ist, Porte, Ractis 1966 -
_ Miyoshi Plant Chassis parts, chassis mechanical parts - 1968
Tsutsumi Plant: Camry, Caldina, Prius, Vitz, Premio, Allion, SIENTA 1970
Myochii Plant " Engines, chassis casted parts, chassis mechanical parts 1973
Shimoyama Plant Engines, exhaust emission control devices . . : 1975
Kinu-ura Plant Drivetrain casting parts . A 1978 .
Tahara Plant Land Cruiser, Hilux, Celsior, RAV4, WISH, GS, 1S e ' 1979
Teiho Plant . Machinery, dies for casting / molds for plastic parts " 1986,
-1989

Manufactﬁuring Subsidiaries and Vehicle Assembly Affiliates

"
[

: . ‘ . + Start of

Voting rights

Capital

Campany name ! Main products* . operaticns - ratio™ (%) {¥ million}

Toyota Motor Kyushu, Inc. Harrier, Harrier Hybrid, Kluger, Kluger Hybrid, 1S~ . 1992 100.00 45,000

Toyota Motor Hokkaido, Ing: . Transmissions, drivetrain parts,’ ' 1992 100.00 27,500,
. - aluminum wheels, etc, . '

Toyata Mctor Tohoku Ca,, Ltd, © Mechanical and electronic parts 1998 100.00 3,300

Toyota Auto Body Co., Ltd. Land Cruiser, Dyna, Coaster, Hiace, Liteace, 1945 57.02 10,371

coL e Townace, Estima, Estima Hybrid, [psum, Regius, : > o

Regiusace, Prius, Voxy, Noah, Alphard (G, V) _

Kanto Auto Works, Ltd. Crown, Corolla, Century, Celica, Comfort, 11946 50.81 6,850

' : . Isis, Mark X, Belta, 5C :

Central Motor Co., Ltd. Corolla, Raum, MR-S, Allex 1950 77.00: 1,300

Gifu Auto Body Industry Co., Ltd.  Hiace, Himedic . T L ‘ 1940 47 1.175

Daihatsu Motor Co., Ltd. bB, Probex, Succeed, Passo, Rush E 1907 51.56 28,404

Hino Motors, Ltd. Dyna, Dyna Diesel Hybrid; Toyoace, — 1942 50.45 - 72,717

- . Toyoace Diesel Hybrid, Hilux, Liteace, Townace ) .-
Toyota Industries Corporation . Vitz, RAV4 ’ 1926 80,462

*  Production items include vehides sold under the Toyota and Lexus brands in Japan,

** Including \jbting rights by the subsidiaries determined in accordance with U.5. GAAP,

N
. i
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'Overseas M-anufacturin-g Corh-p'anie_s

{Plants that manufacture or assemble Toyota- or Lexus-brand vehicles and component manufacturérs established by Toysta)

1 8:;::9

North America

. Start of Voting tights .
Company name : . operations - ratic* (%) Main products** . !
Canada @ Canadian Autoparts Toyota Inc. (CAPTIN). ) Feb. 1985 100.00 ‘Aluminum wheels )
@ Toyota Motor Manufacturing Canada Inc. (TMMC) Nov. 1988 10000 " Corolla, Matrix, RX330, engines
USA  @TABC Inc. . ) , . Nov. 1971~ 100.00 Catalytic converters, stamping parts, steering columns, engines
: € New United Motor Manufacturing, Inc. (NUMMI) Dec. 1984 50.00 Corolla, Tacoma
@ Toyota Motor Manufacturing, Kentucky, Inc. {TMMK) May ' 1988 100.00 Avalon, Camry, Camry Solara, engines
@ Bodine Aluminum, inc. ! Jan. 1993 100,00 Alumninum castings :
. €9 Toyota Motor Manufacturing, West Virginia, Inc. (TMMWV) Nov. 1998 100.00  _ Engines, transmissions .
& Toyota Motor Manufaciuring, Indiana, Inc. (TMMI} Feb. 199% 1 100.00 Tundra, Seguaia, Sienna ’ AR
) © Toyota Motor Manufacturing, Alabama, Inc. (TMMAL) Apr. 20037 . 100.00 Engines - ‘ )
@ Toyota Motor Manufacturing, Texas, Inc. (TMMTX) {planned) 2006 100.00 Tundra
MeTuco' ng?géaRTZt:rcﬁagqu‘:ggng de Baja California - Sep. 2094 *160.00 Truck beds, Tacoma
Central and South.America '
.- . - Start of * Voting rights N
Company name . cperations ratio* (%) Main products™* .
_Argentina_  ® Toyota Argenting S.A. (TASA) ' ' Mar. 1997' - 100.00 Hilux, Fortuner (SvWda}
Brazil @ Toyota do Brasil Ltda. '~ « May 195% 100.00 | Corolla
Colombia ) Sociedad de Fabricacion de Automaiores $.A. Mar. 1992 28.00 Land Cruiser Prado -
Venezuela {® Toyota de Venezuela Compania Anonima (TOV} . Nov. 1981 $0.,00 Corolla, Dyna, Land Cruiser, Terios***, Hilux
Europe = - - “ ; : _ .
L L . Startof Voting rights’ '
Company name i i : + . operations ratio* (%} Main products**
Czech Republic @ Toyota Peugeot Citroén Automobile Czech, s.r.0. (TPCA) Feb. 2005 50.00 Ayga
France ® Toyota Motor Manufacturing France 5.A.S. (TMMF) Jan. 2001 " 300.00 Yaris, engines
"Poland  Toyota Motar Manufacturing Poland SP.zo.c. (TMMF) Apr. 2002 94.00 Transmissions, engines
® Toyota Motor Industries Poland SP.za.o. (TMIP} i Mar. 2005 60.00 Engines
Portugal ) Salvador Caetano | MV.T,, S.A. Aug. 1968 T 27.00 Dyna, Hiace, Optimo
" Russia |, @ Toyota Motor Manufacturing Russia Ltd. (TMMR) (planned) 2007 . — Camry
Turkey ~ @ Toyota Motor Manufacturing Turke'y Inc. (TMMT) Sep. 1994 90.00 Corolle X
UK. " #9) Toyota Motor Manufacturing {UK) Ltd. {TMUK) : Sep. 1992 . 100.00 Awvensis, Corolla, engines
Africa ‘ B : ' . :
’ . Statof . Vating rights -
Company name operations ratio* (%) Main products**
Kenya ) Associated Vehicla Assemblers Ltd. - . Aug.” 1977 — Land Cruiser .
South Africa # Toyota South Africa Motors (Pty) Ltd, - . June 1962 75.00 Corolla, Dyna, Hiace, Hilux, engines
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* including voting rights by the subsidiaries determined in accordance with U.5.

1

GAAP:(AS of March 31, 2006) ** Products as of March 31, 2006 *** Daihatsu brand

. \ “ . i
Asia . . o
. Start of Voting rights .
. Company name cperations ratio” (%) Main products
Bangladesh 3 Aftab Automobiles Ltd. June 1982 — Land Cruiser Prado, Hino bus****
. India " D Toyota Kidoskar Motor Private Ltd. (TKM) Dec. 1999 89.00 ‘Innova, Corotla

] @ Toyota Kirloskar Auto Parts Private Ltd, (TKAP) July 2002 64.30 Axles, transmissions, propeller shaits
Indonesia @ PT. Tayota Motor Manufacturing Indonesia May 1970 95.00 Kijang Innova, Kijang P/U, engines 1
Malaysia- € Assembly Services Sdn. Bhd. {ASSE) . Feb. 1968 — ~ Camry, Corolla, Hiace, Hilux, VIQS, Innova, Fartuner, engines’
Pakistan D Indus Motor Company Ltd. . Mar. 1993 12.50 Corolla, Hilux, Cuore*** i
Philippines @Toyota Mator Philippines Corp. (TMP) Feb. 1989 34.00 Cémry, Corolla, Innova .

€ Toyota Autoparts Philippines Inc. {TAP) Sep. 1992 95.00 Transmissions, constant velocity joints '
Thailand @ Toyota Motor Thailand Co., Lid. (TMT} - Dec. . 1964 86.43 Camvy, Corolla, Hilux VIGO, VIOS, WISH, Yaris
: & Toyota Auto Body Thailand Co., Lid. May 1979 48.97 - Stamping parts )
@ Thai Auto Work Co,, Ltd, (TAW) May 1988 40,00 Fortuner ,

. € Siarn Toyota Manufacturing Co., Lid. {STM) July 1989 96.00 Engines, propeller shafts, casting (block, head)
Vietnam € Toyota Motor Vietnam Co., Ltd. -Aug. 1996 70.00 Camry, Corolla, Hiacé, Land Cruiser, VIOS, Innova
Taiwan @ Kuozui Motors, Ltd. lan. 1986 56.66  Camry, Corolla, VIOS, WISH, Hiace, Zace, Dyna, engines, !

) . stamping parts
China { Tianjin Jinfeng Auto Parts Co., Lid. (TIAQ) QOct. 1997 30.00 - Steering assy, propeller shafts
: @ Tianjia Fengjin Auto Parts Co., Lid. (TFAP) May 1998 90.00 Constant velocity joints, axles
@ Tianjin FAW Toyota Engine Co., tid. {TFTE) July 1998  50.00 Engines
@ Tianjin Toyota Forging Co., Ltd. (TTFC) Dec. 1998 100.00 Forged parts
@ Tianjin Toyota Press Co., Ltd. May 2002 50.00 Stamping parts "
B Tianjin Toyota Resin Co., Ltd. May 2002 50.00 Plastic parts
. @ Tianjin FAW Toyota Motar Co., Ltd. (TFTM) Oct. 2002 50.00 VI0S, Corolla, Crown, REIZ
@ FAW Toyota (Changchun) Engine Co., Ltd. (FTCE) Dec. 2004 50.00 Engines
@ Toyota FAW (Tianjin) Dies Co., Ltd. (TFTD) Dec. 2004 90.00 ' Stamping dies for vehicles
@ Guanggi Toyota Engine Co., Ltd. (GTE) tan. 2005 70.00 Engine parts (cam shafts, crank shafts), engines
& Sichuan FAW Toyota Mator Co., Ltd. (SFTM) Dec. 2000 45.00 Coaster, Land Cruises Prado, Land Cruiser, Prius
- @ Guangzhou Toyota Mator Co., Ltd. (GTMO) May 2006 50.00 Camry . N
Oceania ) B '
A . Start of Voting rights
Company name ) - operations ratio” {3} Main products**
Australia @ Toyota Motor Corporation Australia Ltd. (TMCA) Apr. 1963 100.00 Camry, engines

**** Hino brand
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